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FINANCIAL-COMPLIANCE  AUDITS 


Financial-compliance  audits  are  conducted  by  the  Legislative  Audit  Division  to  determine  if  an 
agency's  financial  operations  are  properly  conducted,  the  financial  reports  are  presented  fairly, 
and  the  agency  has  complied  with  applicable  laws  and  regulations  which  could  have  a  significant 
financial  impact.  In  performing  the  audit  work,  the  audit  staff  uses  standards  set  forth  by  the 
American  Institute  of  Certified  Public  Accountants  and  the  United  States  General  Accounting 
Office.  Financial-compliance  audit  staff  members  hold  degrees  with  an  emphasis  in  accounting. 
Most  staff  members  hold  Certified  Public  Accountant  (CPA)  certificates. 

The  Single  Audit  Act  of  1984  and  0MB  Circular  A-128  require  the  auditor  to  issue  certain 
financial,  internal  control,  and  compliance  reports  regarding  the  state's  federal  financial  assistance 
programs,  including  all  findings  of  noncompliance  and  questioned  costs.  This  individual  agency 
audit  report  is  not  intended  to  comply  with  Uie  Single  Audit  Act  of  1984  or  0MB  Circular  A-128 
and  is  therefore  not  intended  for  distribution  to  federal  grantor  agencies.  The  Legislative  Audit 
Division  issues  a  statewide  biennial  Single  Audit  Report  which  complies  with  the  reporting 
requirements  listed  above.  The  Single  Audit  Report  for  the  two  fiscal  years  ended  June  30,  1995 
has  been  issued.   Copies  of  the  Single  Audit  Report  can  be  obtained  by  contacting: 

Legislative  Audit  Division 
Room  135,  State  Capitol 

PO  Box  201705 
Helena  MT  59620-1705 


MEMBERS  OF  THE  LEGISLATIVE  AUDIT  COMMITTEE 
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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  our  financial-compliance  audit  report  on  Montana  State  University  -  Bozeman, 
Montana  State  University-Northern,  Montana  State  University-Billings,  College  of 
Technology,  for  fiscal  years  1993-94  and  1994-95,  and  Montana  State  University-Billings  for 
fiscal  year  1994-95.   These  four  university  audit  reports  have  been  combined  in  one  document 
at  the  request  of  MSU  management. 

The  MSU-Bozeman  report  section  includes  recommendations  regarding  student 
financial  assistance,  compliance  with  travel  policies,  expenditure  and  revenue  recognition,  and 
unallowable  costs  of  federal  financial  assistance  programs.   The  MSU-Northem  report  section 
includes  recommendations  addressing  ineffective  internal  controls,  cash  held  outside  of  the 
state  treasury,  and  accounting  issues.   The  MSU-Billings  report  section  includes  no 
recommendations . 

Each  university  unit's  written  response  to  its  audit  recommendations  is  included  at  the 
end  of  its  report  section. 

We  thank  the  president,  chancellors  and  their  staffs  for  their  cooperation  and 
assistance  throughout  the  audit. 

Respectfully  submitted. 


Scott  A.  Seacat 
Legislative  Auditor 


Room  13B,  State  Capitol  Building   PC  Box  201705  Helena  MT  69620-1706 
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Summary  of  Recommendations 


The  listing  below  serves  as  a  means  of  summarizing  the  recommendations  contained  in  the  report,  the 
university's  response  thereto,  and  a  reference  to  the  supporting  comments. 

Montana  State  Uniyersity  -  Bozonan 


Recommendation  #A-1 


Recommendation  #A-2 


Recommendation  #A-3 


Recommendation  #A-4 


Recommendation  #A-5 


A-6 


We  recommend  the  university  assess  borrowers 
in  default  on  their  Perkins  loans  reasonable 
collection  costs  in  accordance  with  federal  regulations. 

Agency  Response:   Concur.   See  page  A-44 

We  recommend  the  university: 

A.     Complete  timely  reconciliations  of  the 

college's  accounting  records,  federal  award 
summary,  and  student  aid  reporting  summary. 


B.     Establish  procedures  to  ensure  federal 
regulations  are  met  prior  to  the  college 
disbursing  financial  aid  awards A-8 

Agency  Response:   Concur.   See  page  A-44 

We  recommend  the  university  provide  access  to 
0MB  Circular  A-21  to  grant  administrators  for 
identifying  costs  prohibited  by  federal  regulations A-9 

Agencv  Response:   Concur.   See  page  A-44 

We  recommend  the  university: 

A.  Follow  state  and  university  policy  for 
recording  expenditure  abatements. 

B.  Correct  its  accounting  records  for  identified 

abatement  errors A-12 

Agencv  Response:   Concur.   See  page  A-45 
We  recommend  the  university: 

A.  Require  appropriate  documentation  supporting 
miscellaneous  travel  expenses. 

B.  Seek  reimbursement  firom  employees  for  unsupported 
miscellaneous  travel  expenses A-13 

Agencv  Response:   Concur.   See  page  A-45 
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Sumniary  of  Recommendations 


Montana  State 
University-Northern 

Recommendation  #B-1 


Recommendation  #B-2 


Recommendation  #B-3 


Recommendation  #B-4 


Recommendation  #B-5 


Recommendation  #B-6 


We  recommend  MSU-Northem: 

A.  Adequately  segregate  duties  of  center 
personnel  responsible  for  recordkeeping, 
authorization,  operations,  and  custodianship. 

B.  Seek  prompt  repayment  of  $4,334  in  fmancial 

aid,  in  accordance  with  federal  regulations B-7 

Agency  Response:   Concur.   See  page  B-41 

We  recommend  MSU-Northem  comply  with  state 

accounting  law  and  policy  regarding  imprest 

cash  accounts. B-9 

Agency  Response:   Concur.   See  page  B-41 

We  recommend  MSU-Northem  comply  with  state 

accounting  law  and  policy  for  its  cash  change  accounts.   ...     B-10 

Agency  Response:   Concur.   See  page  B-42 

We  recommend  MSU-Northem  separate  incompatible 

responsibilities  as  they  relate  to  its  revolving 

cash  account. B-10 

Agency  Response:   Concur.   See  page  B-42 

We  recommend  MSU-Northem  review  its  non-treasury 

cash  account  balances  and  ensure  each  is  limited 

to  its  demonstrated  need B-12 

Agency  Response:   Concur.   See  page  B-42 

We  recommend  MSU-Northem: 

A.  Communicate  deposit  requirements  to  appropriate 
personnel. 

B.  Deposit  collections  in  accordance  with  state  law B-13 

Agency  Response:   Concur.   See  page  B-43 
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Recommendation  #B-7 


Recommendation  ^-8 


Summary  of  Recommendations 


We  recommend  MSU-Northern  obtain  formal  approval  for  its 

local  checking  accounts  for  the  NDSL-Perkins  and 

Nursing  Student  Loan  programs B-14 

Agency  Response:   Concur.   See  page  B-43 

We  recommend  MSU-Northern  record  financial 

activity  on  the  state's  accounting  system 

in  the  appropriate  account,  program,  and 

classification  in  accordance  with  state  law B-16 


Agencv  Response:   Concur.   See  page  B-43 
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Legislative  Audit  Division 


Financial-Compliance  Audit 

For  the  Two  Fiscal  Years  Ended  June  30,  1995 


Montana  State  University  - 
Bozeman 

This  report  section  contains  six  recommendations  directed  to  the 
university.   These  recommendations  address  issues  related  to: 

►  Student  financial  assistance. 

►  State  travel  policies. 

►  Expenditure  and  revenue  recognition. 

►  Unallowable  costs  of  federal  flnancial  assistance  programs. 


Members  of  the  audit  staff  involved  in  this  audit  were  Brenda  Bokovoy, 
John  B.  Fine,  Wayne  D.  Guazzo,  Charles  Nemec,  Paul  J.  O'Loughlin, 
Cathy  Pennie,  Vickie  Rauser,  and  Kris  Wilkinson. 


Introduction 


Introduction  We  performed  a  financial-compliance  audit  of  Montana  State 

University  -  Bozeman  (university)  for  the  two  fiscal  years  ended 
June  30,  1995.   The  objectives  of  the  audit  were  to: 

1.  Determine  if  the  university  complied  with  applicable  laws  and 
regulations. 

2.  Make  recommendations  for  improvements  in  the  internal  and 
management  controls  of  the  university. 

3.  Determine  the  implementation  status  of  prior  audit  recom- 
mendations. 

4.  Determine  if  the  financial  statements  present  fairly  the  finan- 
cial position  and  results  of  operations  of  the  university  for  the 
two  fiscal  years  ended  June  30,  1995. 

The  Montana  Board  of  Regents  restructured  the  Montana  Univer- 
sity System  during  fiscal  year  1993-94.   As  of  July  1,  1994, 
Montana  State  University  consists  of  Montana  State  University  - 
Bozeman,  Montana  State  University  -  Billings  (formerly  Eastern 
Montana  College  and  the  Billings  Vocational-Technical  Center), 
Montana  State  University  -  Northern  (formerly  Northern  Montana 
College),  and  Montana  State  University  College  of  Technology  - 
Great  Falls  (formerly  the  Great  Falls  Vocational-Technical  Center). 
This  audit  report  covers  the  Bozeman  and  the  Great  Falls 
campuses.   Audit  reports  for  the  other  two  campuses  are  issued 
under  separate  cover. 

This  report  contams  five  recommendations  which  address  areas 
where  administrative  and  accounting  controls,  compliance  with 
laws  and  regulations,  and  accountability  can  be  improved.   Other 
areas  of  concern  deemed  not  to  have  a  significant  effect  on  the 
successful  operation  of  university  programs  are  not  specifically 
included  in  the  report,  but  have  been  discussed  with  management. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  the  costs 
of  implementing  the  recommendations  made  in  this  report.   Each 
report  section  discloses  the  cost,  if  significant,  of  implementing  the 
reconunendation. 
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Background 


The  university  was  founded  in  February  1 893  as  the  Agricultural 
College  of  the  state  of  Montana.   The  school  was  later  named 
Montana  State  College  and  on  July  1,  1965,  it  became  Montana 
State  University.   The  university  is  a  land-grant  institution  as 
authorized  by  the  Morrill  Act  of  1862  and  receives  part  of  its 
support  fi-om  land-grant  income  as  well  as  from  state 
appropriations,  student  fees,  and  federal  and  private  grants. 


The  university  offers  instruction  leading  to  the  bachelor's  degree  in 
45  fields,  to  the  master's  level  in  37  fields,  and  to  the  doctorate 
level  in  15  fields.   Professional  programs  in  agriculture,  home 
economics,  motion  picture/video  production  and  photography, 
architecture  and  medicine  are  unique  in  the  Montana  University 
System. 

The  College  of  Technology  -  Great  Falls  offers  instruction  leading 
to  certificates  in  one  year  programs  and  associate  of  applied  science 
degrees  in  two  year  programs  in  vocational-technical  trades  and 
industry.   Programs  include  practical  nursing,  office/secretarial, 
interior  design  technology,  computer  and  information  sciences, 
various  health  related  programs,  and  business 
management/entrepreneurship . 

The  public  service  function  of  the  university  originated  with  the 
establishment  of  the  Extension  Service  in  1915,  created  under  the 
federal  Smith-Lever  Act,  and  state  legislation.   Financial  support 
for  the  Extension  Service's  operation  comes  from  county,  state, 
and  federal  governments,  as  well  as  from  private  grants.   County 
agents  and  specialists  are  an  integral  part  of  the  university  and 
channel  information  to  Montanans  to  aid  in  solving  home,  farm, 
and  conununity  problems.   In  January  1990,  administrative  control 
of  the  Fire  Services  Training  School,  located  in  Great  Falls,  was 
transferred  from  the  Board  of  Public  Education  to  the  university's 
Extension  Service. 

The  Agricultural  Experiment  Station  is  also  an  integral  part  of  the 
university.   It  was  established  in  1893  by  the  Montana  Legislature 
under  authorization  provided  by  the  federal  Hatch  Act  of  1887. 
The  station  receives  federal  fiinds  under  the  Hatch  Act,  as  well  as 
state  appropriations,  federal  and  private  grants,  and  funds  from  the 
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sale  of  surplus  agricultural  products.   The  Agricultural  Experiment 
Station  has  eight  locations  in  the  state,  in  addition  to  the  Bozeman 
campus.   The  station  components  are  devoted  to  solving  agri- 
cultural and  land  reclamation  problems  of  local,  regional,  and 
national  concern.   The  distribution  of  research  centers  is  such  that 
the  peculiarities  of  local  or  area  soil,  water,  and  climate  can  be 
considered. 


The  university  has  several  other  specialized  research  facilities. 
These  include  the  Engineering  Experiment  Station,  Computing 
Center,  Foothills  Nature  Area,  Statistical  Center,  Montana 
University  Joint  Water  Resources  Research  Center,  the  Bureau  of 
Educational  Research  and  Field  Services,  the  Center  for  Biofilm 
Engineering  and  the  Mountain  Research  Center. 

The  university  offers  educational  opportunities  to  individuals  not 
regularly  enrolled  through  its  Extended  Studies  program.    An 
annual  sunmier  session  and  certain  specialty  oriented,  non-credit 
offerings  are  also  part  of  the  campus  program.   The  Museum  of 
the  Rockies,  a  nonprofit  corporation  affiliated  with  the  university, 
provides  educational  opportunities,  particularly  for  school  age 
children. 
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Prior  Audit  Our  financial-compliance  audit  of  the  university  for  the  two  fiscal 

Recommendations  years  ended  June  30,  1993,  contained  11  recommendations  still 

applicable  to  the  university's  operation.   The  university 
implemented  all  of  these  recommendations. 

The  College  of  Technology  -  Great  Falls  audit  report  for  the  two 
fiscal  years  ended  June  30,  1993,  contained  four  recommendations 
still  applicable  to  the  college.   The  college  implemented  three  of 
these  recommendations  and  did  not  begin  implementation  of  one 
recommendation  until  May  1995.   This  recommendation  pertained 
to  reporting  thefts  to  the  Attorney  General  and  our  office.   In  May 
the  college  issued  a  policy  designed  to  ensure  appropriate  theft 
reporting  takes  place.   This  policy  will  be  subject  to  review  during 
the  next  audit  and  we  make  no  further  recommendation  in  this 
report. 
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Federal  Issues 


Student  Financial  Aid 


Perkins  Loan  Program 
Collection  Fees 


We  reviewed  the  university's  and  the  MSU  College  of  Technology 
-  Great  Falls'  administration  of  federally  sponsored  student 
financial  aid  programs.   The  following  two  sections  discuss  issues 
related  to  these  programs. 

The  university  participates  in  the  Perkins  revolving  loan  program 
(Catalogue  of  Federal  Domestic  Assistance  (CFDA)  #84.038)  to 
provide  college  students  with  financial  aid.   Loans  are  repaid 
directly  to  the  school  and  the  outstanding  loan  principal  is  a 
university  asset.   The  university  operates  the  Perkins  loan  program 
with  a  single  officer.   The  officer's  responsibilities  include 
maintaining  the  school's  collection  efforts,  assisting  students  and 
graduates  with  questions,  performing  exit  interviews,  and 
submitting  loans  for  assignment. 

Federal  guidelines  issued  for  the  Perkins  loan  program  require  the 
university  to  proceed  with  collection  efforts  when  borrowers  are  in 
default.   Default  is  defined  as  "the  failure  of  a  borrower  to  make 
an  installment  payment  when  due  or  to  comply  with  other  terms  of 
the  promissory  note  or  written  repayment  agreement. "   As  a  part 
of  the  collection  process  the  borrower  must  be  assessed  all 
reasonable  collection  costs.   Federal  regulations  require  the 
university  to  determine  reasonable  collection  costs  based  on  actual 
costs  incurred  for  each  borrower  or  on  average  costs  incurred  in 
collecting  loans  in  similar  stages  of  default.   The  lower  of 
reasonable  collection  costs  or  30  percent  of  the  total  principal, 
interest,  and  late  charges  assessed  may  be  charged  to  the  Perkins 
loan  program  fund  if  the  school  is  unable  to  collect  from  the 
borrower. 

The  Perkins  loan  officer  at  the  university  makes  the  first  collection 
efforts  for  defaulted  loans.  The  university  has  not  determined  a 
reasonable  collection  cost  for  its  Perkins  loans  and  therefore,  does 
not  charge  the  borrower  for  collection  costs.   We  identified  1,287 
Perkins  loan  borrowers  in  default  status  at  June  30,  1995.   The 
total  principal  outstanding  on  defaulted  loans  was  $2,223,880. 
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After  we  brought  this  issue  to  their  attention,  university  officials 
estimated  their  collection  costs  to  be  approximately  $2  per  month, 
or  $24  per  year,  per  borrower.   Applying  this  estimate  to  the 
number  of  borrowers  in  default  at  June  30,  1995,  would  yield 
$30,880  in  collection  costs.   Although  it  is  unlikely  the  university 
would  receive  all  assessed  collection  costs,  it  is  reasonable  to 
expect  that  some  assessments  would  be  collected. 

Currently,  the  Perkins  loan  officer  spends  the  majority  of  her  time 
working  with  borrowers  recently  in  default,  as  these  collection 
efforts  are  more  successful  and  less  time  consuming.   The 
collection  cost  assessments  could  be  used  to  finance  additional 
collection  efforts  on  older  loans.   Greater  collections  of  defaulted 
loans  increases  the  pool  of  loan  funds  available  to  current  and 
prospective  students. 

The  university  does  not  charge  collection  costs  because,  according 
to  university  personnel,  if  the  borrower  is  having  difficulty  making 
payments,  additional  costs  would  decrease  the  likelihood  of 
collection.   In  addition,  the  university  does  not  charge  the  Perkins 
program  for  collection  costs  because  to  do  so  would  decrease  the 
loan  funds  available  for  students.   The  university  currently  absorbs 
these  costs  within  its  operating  budget. 


ItwYiminendation  #A-1 

We  recommend  the  university  assess  borrowers  in  default 
on  their  Perkins  loans  reasonable  collection  costs  in 
accordance  with  federal  r^ulations. 


Student  Financial  The  MSU  College  of  Technology  -  Great  Falls  (college) 

Assistance  Awards  participates  in  federal  student  financial  assistance  programs.   As  a 

participating  institution,  the  college  is  responsible  for  documenting 
student  eligibility  and  calculating  allowable  aid  amounts.   We  noted 
the  following  items  as  we  reviewed  the  college's  system  for 
disbursing  U.S.  Department  of  Education  Federal  PELL  Grant 
Program  (CFDA  #84.063)  awards. 
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The  college  did  not  complete  fiscal  years  1992-93  and  1993-94 
reconciliations  between  its  accounting  records,  the  federal  award 
summary  and  its  student  aid  reporting  system  until  fiscal  year 
1994-95.   The  differences  between  these  systems  ranged  from 
$3,000  to  $7,000.   Had  the  college  performed  a  timely 
reconciliation  prior  to  the  close  of  the  specific  award  year,  it  could 
have  resolved  some  of  the  issues  discussed  below. 

Federal  regulations  require  the  college  to  maintain  specific 
documentation  to  determine  a  student's  level  of  eligibility.   We 
reviewed  a  sample  of  student  financial  aid  files  for  fiscal  years 
1992-93,  1993-94,  and  1994-95.   We  noted  incidents  where  the 
college  did  not  comply  with  specific  federal  regulations. 

To  be  eligible  for  student  financial  aid,  a  student  completes  an 
application  for  assistance  which  is  submitted  to  die  federal 
government's  processing  center.   Based  on  the  information  on 
the  application  the  processing  center  compiles  a  Student  Aid 
Report  (SAR),  stating  the  student's  level  of  eligibility.   The 
federal  government  requires  an  institution  to  verify  the  infor- 
mation contained  on  the  SAR  for  30  percent  of  its  students. 
We  noted  one  student  whose  information  was  not  verified 
although  the  student  had  been  selected  for  verification.   Lack 
of  verification  caused  the  student  to  receive  an  overaward. 

Federal  regulations  require  the  student  to  sign  specific 
statements  contained  on  the  SAR  prior  to  receiving  the 
financial  aid  or  by  the  end  of  the  semester  in  which  aid  was 
received.   We  noted  seven  student  files  which  did  not  contain 
the  SAR  or  documentation  the  students  signed  the  required 
statements. 

Federal  regulations  require  the  institution  ensure  its  students 
make  satisfactory  progress  (i.e.  2.00  GPA)  or  place  the 
student  on  financial  aid  probation.   We  noted  two  students 
who  had  not  met  the  satisfactory  progress  requirement  and 
should  not  have  received  financial  aid. 

The  institution  determines  the  award  amount  based  on  an 
index  provided  by  U.S.  Department  of  Education  for  the 
specific  award  year.   We  noted  one  student  received  an  award 
in  excess  of  the  maximum  amount  available  for  that  award 
year. 

As  a  result  of  the  above  items,  the  college  overawarded  students 
$2,042  in  fiscal  year  1992-93,  $10,216  in  fiscal  year  1993-94,  and 
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$18,429  in  fiscal  year  1994-95.   Because  the  students  were  not 
eligible  for  this  financial  aid,  these  awards  are  unallowable  charges 
to  the  Pell  program  and  we  question  these  costs. 


In  addition  to  our  review,  the  U.S.  Department  of  Education 
completed  a  program  review  in  February  1995.   This  review 
covered  fiscal  years  1992-93,  1993-94,  and  1994-95  and  noted 
problems  similar  to  those  we  identified. 

College  officials  stated  many  of  these  problems  were  a  result  of 
inadequate  staffing  in  the  financial  aid  office.   Prior  to  March  1995 
the  college  had  a  staff  of  one  in  its  financial  aid  office.   In  March 
the  college  increased  the  number  of  staff  in  its  financial  aid  office 
to  two.   College  officials  believe  the  additional  staff  resources  will 
prevent  the  problems  discussed  above  from  occurring  in  the  future. 

College  and  university  officials  should  review  controls  over  the 
student  financial  aid  award  process  at  the  college  and  ensure  all 
federal  requirements  have  been  met  prior  to  distributing  financial 
aid  awards.   The  college  should  also  reconcile  its  accounting 
records,  federal  award  summary  and  student  aid  reporting  summary 
on  a  timely  basis. 


Reconnncndation  #A-2 

We  recommend  the  university: 

A.  Complete  timely  reconciliations  of  the  college's 
accounting  records,  federal  award  summary,  and 
student  aid  reporting  summary. 

B.  Establish  procedures  to  ensure  federal  regulations  are 
m^  prior  to  the  collie  disbursing  financial  aid 
awards. 
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Unallowable  Costs 
Charged  to  Federal 
Programs 


All  accounting  transactions  pertaining  to  grants  and  contracts  other 
than  Extension  Service  and  Financial  Aid  are  routed  through  the 
Grants  and  Contracts  Office.   This  gives  accountants  familiar  with 
the  individual  projects  and  the  rules  and  regulations  applicable  to 
them  the  opportunity  to  review  all  transactions  before  they  are 
processed.   We  reviewed  57  randomly  selected  transactions 
(totalling  over  $13,114)  routed  through  this  office  and  found  the 
following  questioned  costs. 

The  university  purchased  a  $25  personal  membership  in  a 
professional  organization  with  grant  funds  (Wetlands 
Protection  -  State  Development  Grants,  CFDA  #66.461). 
0MB  Circular  A-21  states  that  costs  of  goods  and  services  for 
personal  use  of  the  institution's  employees  are  unallowable. 

The  university  paid  $75  for  a  computer  information  service 
from  a  grant  restricted  to  travel  expenses  only  (International 
Agricultural  Research  Program,  CFDA  #10.961).   0MB 
Circular  A-21  requires  costs  allocated  to  the  sponsored 
agreement  to  be  allowable  charges. 

Grants  and  Contracts  personnel  said  these  unallowable  costs  are  the 
type  which  are  usually  detected  during  their  transaction  review. 
We  observed  copies  of  letters  in  other  files  where  unallowable 
costs  had  been  rejected.  The  Grants  and  Contracts  Office  policy 
manual  includes  instructions  for  principle  investigators  (the 
individuals  having  direct  responsibility  for  completing  grant 
projects)  on  reviewing  transactions.  The  office  should  consider 
adding  the  restrictions  of  Circular  A-21  to  this  policy  as  a  means  of 
alerting  grant  administrators  to  reject  these  unallowable  costs  prior 
to  routing  them  through  the  Grants  and  Contracts  Office. 


Recommendation  #A-3 

We  recommend  the  univo^ity  provide  access  to  OMB 
Circular  A-21  to  grant  administrators  for  identifying  costs 
prohibited  by  federal  r^ulations. 
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Expenditure  Abatements 


As  part  of  our  audit  work,  we  reviewed  expenditure  and  revenue 
transactions  to  determine  if  the  university  properly  recorded  the  use 
and  receipt  of  university  funds.   We  noted  two  expenditure  abate- 
ment transactions  which  the  university  did  not  properly  record. 
While  expenditure  transactions  record  the  use  of  resources  by  the 
university,  expenditure  abatements  cancel  previously  recorded 
expenditures. 


State  accounting  policy.  Management  Memo  2-94-2,  and  the 
university  business  procedures  manual  describe  the  use  of 
expenditure  abatements.    State  policy  allows  the  use  of  expenditure 
abatements  to  record  a  refund  made  to  the  state  from  an  overpay- 
ment of  a  bill,  or  to  record  reimbursements  of  specific  items 
incurred  by  an  agency  which  are  nonrecurring  and  nonroutine  in 
nature  and  are  the  responsibility  of  the  outside  party.   University 
policy  allows  expenditure  abatements  to  correct  recording  errors. 
Neither  of  the  following  situations  meets  the  criteria  for  abating 
expenditures. 


CoII^e  of  Business 
Computer  Instructional 
Facility 


The  university's  College  of  Business  improved  its  computer 
instructional  facility  during  the  1993  fall  semester.   The  Board  of 
Regents  authorized  $41,230  of  student  fee  money  for  this  project. 
The  cost  of  improvements  totaled  $75,572  and  exceeded  the 
amount  of  available  student  fees  by  $34,342.   University  personnel 
sought  additional  funding  from  the  MSU  Foundation  to  compensate 
for  the  shortfall  and  the  Foundation  donated  $39,460.   Personnel 
recorded  the  additional  funds  received  from  the  Foundation  in 
fiscal  year  1993-94  as  an  expenditure  abatement  rather  than  as 
donation  revenue.   The  abatement  canceled  $39,460  of 
expenditures,  thus  understating  the  cost  of  the  project  and  also 
understating  donation  revenue. 


University  personnel  explained  the  computer  instruction  facility 
project  was  budgeted  by  the  Board  of  Regents  using  student  fees. 
The  project  was  limited  by  the  regents'  authorization.   Personnel 
believed  that  because  the  additional  funds  expended  to  complete  the 
project  were  nonstudent  funds,  they  were  not  subject  to  regents' 
authorization.   Consequently,  staff  abated  computer  facility 
expenditures  to  reduce  the  recorded  expenditures  to  the  authorized 
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amount.   However,  this  transaction  does  not  meet  either  of  the 
abatement  criteria  discussed  above.   There  were  no  overpayments 
of  bills  and  the  additional  costs  were  not  the  responsibility  of  the 
MSU  Foundation  as  this  was  a  university  project.   The  university 
should  correct  its  accounting  records  for  this  error. 


Motor  Pool  Periodically  the  university's  motor  pool  disposes  of  old  or  high 

mileage  vehicles  from  its  fleet.   These  vehicles  are  sold  to  the 
public  through  state  surplus  property  auction  or  are  sold  to  other 
state  agencies  or  university  units.   During  fiscal  year  1993-94,  the 
university  received  $46,693  for  vehicles  sold.   During  fiscal  year 
1994-95,  the  university  received  $22,375  for  vehicles  sold. 
Personnel  recorded  the  receipt  of  $46,693  and  $22,375  as 
expenditure  abatements  instead  of  revenue.   Routine  sale  of 
vehicles  does  not  meet  any  of  the  criteria  for  expenditure 
abatements. 

University  staff  explained  they  abate  equipment  expenditures  to 
encourage  the  use  of  the  state's  surplus  property  program.   The 
expenditure  reductions  provide  incentives  to  university  departments 
to  dispose  of  unnecessary  equipment  by  providing  additional  cash 
and  budget  authority.   They  also  believe  disposal  of  this  equipment 
can  put  storage  space  into  more  productive  use. 

The  university  should  explore  alternative  practices  which  would 
address  the  incentives  that  university  management  wants  to  keep  in 
place  while  providing  for  appropriate  accounting  practices.   For 
example,  the  university  could  request  the  Board  of  Regents  to 
authorize  a  budget  to  be  financed  with  cash  receipt  revenues  from 
the  sale  of  surplus  property.  If  there  are  cash  receipts,  the 
departments  would  have  authority  to  spend  the  money. 

The  university  should  review  its  proposed  expenditure  abatement 
transactions  to  ensure  the  transactions  meet  established  criteria  and 
the  accounting  records  properly  reflect  revenues  and  expenditures. 
In  addition,  the  university  should  correct  its  accounting  records  to 
properly  reflect  the  fiscal  year  1993-94  and  1994-95  vehicle  sales. 
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Recommendation  #A-4 

We  recommend  the  university: 

A.  Follow  state  and  university  policy  for  recording 
expenditure  abatements. 

B.  Correct  its  accounting  records  for  identified 
abatement  errors. 


Miscellaneous  Travd  Many  university  employees  travel  to  perform  some  of  their  duties. 

Expenses  State  laws  and  policies  and  university  policies  describe  allowable 

travel  expenses.   Allowable  travel  expenses  include  lodging,  meals 
and  miscellaneous  business  expenses  associated  with  travel.   To 
ensure  the  validity  of  significant  miscellaneous  expenses,  state  and 
university  policies  provide  that  individual  expense  items  of  $10  or 
more  per  day  must  be  supported  by  paid  receipts.   All 
miscellaneous  expenses  must  be  explained  on  a  travel  expense 
voucher.   Examples  of  allowable  miscellaneous  expenses  include 
needed  work  supplies  purchased  on  an  emergency  basis,  taxi  fares, 
and  business  telephone  calls.   Tips  and  taxes  are  not  reimbursable 
miscellaneous  expenses. 

We  reviewed  travel  claims  for  individuals  within  three  university 
departments.   Almost  all  of  these  claims  included  requests  for 
reimbursement  of  miscellaneous  expenses  at  the  rate  of  $9.99  per 
day  of  travel.   Few  of  the  claims  documented  the  purpose  of  the 
miscellaneous  expenses  as  required  by  policy.   When  asked  why 
they  were  claiming  $9.99  each  day  of  their  travel  assignments, 
individuals  responded  that  this  was  an  accepted  practice  in  their 
departments  and  these  moneys  were  used  to  supplement  per  diem 
allowances,  provide  for  tips,  and  cover  other  items  such  as 
unreceipted  taxi  and  phone  charges.   Many  of  the  travel  claims 
reviewed  were  related  to  federal  assistance  programs.   By 
requesting  reimbursement  for  unsupported,  undocumented 
miscellaneous  expenses,  employees  overcharged  university 
programs  by  a  total  of  $759,  of  which  $370  was  charged  to  the 
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Highway  Planning  and  Construction  Program  (CFDA  #20.205)  and 
$100  to  the  Grants  for  Agricultural  Research,  Special  Research 
Grants  Program  (CFDA  #10.200).  The  affected  programs  are 
within  the  U.S.  Departments  of  Transportation  and  Agriculture. 
We  question  these  costs  as  they  are  unsupported  charges  to  the 
federal  programs. 

University  management  responded  promptly  when  we  brought  this 
issue  to  their  attention.   The  internal  auditor  contacted  each  of  the 
affected  departments  directly  to  remind  them  of  the  travel  policies 
and  requested  responses  to  the  findings.   The  university  controller 
sent  a  campus-wide  conmiunication  to  remind  all  travel  claims 
processors  of  the  travel  policies.   The  university  should  also 
consider  assigning  responsibility  for  periodically  reviewing  travel 
claims  for  compliance  with  travel  regulations.   We  believe  the 
university  can  accomplish  such  a  review  using  existing  resources 
within  the  departments,  Internal  Audit  and/or  the  Business  Office. 
In  addition,  the  university  should  seek  reimbursement  from  the 
employees  for  the  unsupported  travel  expenses. 


Rflttwnmeiidaiion  #A-S 

We  reconunend  the  university: 

A.  Require  appropriate  documentation  supporting 
miscellaneous  travel  exp^ises. 

B.  Setk  rdmbursement  from  employees  for  unsupported 
miscellaneous  travel  expenses. 
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Montana , 

Leg/s/atfVB  Legislative  Audit  Division 

Branch  scon  a.  Seacat,  Legislative  Auditor 


INDEPENDENT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Balance  Sheet  of  Montana  State  University  -  Bozeman,  a 
component  unit  of  the  state  of  Montana,  as  of  June  30,  1995,  and  the  related  Statements  of 
Changes  in  Fund  Balances  and  Statements  of  Current  Funds  Revenues,  Expenditures,  and 
Other  Changes  for  each  of  the  two  fiscal  years  ended  June  30,  1995.   These  financial 
statements  are  the  responsibility  of  Montana  State  University  -  Bozeman  management.   Our 
responsibility  is  to  express  an  opinion  on  these  financial  statements  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.   Those 
standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about 
whether  the  financial  statements  are  free  of  material  misstatement.    An  audit  includes 
examining,  on  a  test  basis,  evidence  supporting  the  amounts  and  disclosures  in  the  financial 
statements.   An  audit  also  includes  assessing  the  accounting  principles  used  and  significant 
estimates  made  by  management,  as  well  as  evaluating  the  overall  financial  statement 
presentation.   We  believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in  all  material 
respects,  the  financial  position  of  Montana  State  University-Bozeman  as  of  June  30,  1995,  the 
changes  in  its  fund  balances  and  the  current  funds  revenues,  expenditures,  and  other  changes 
for  each  of  the  two  fiscal  years  then  ended  in  conformity  with  generally  accepted  accounting 
principles. 

Respectfully  submitted. 


les  Gillett,  CPA 
Deputy  Legislative  Auditor 

November  16,  1995 
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MONTANA  STATE  UNIVERSITY,  COMPONENT  UNIT  OF  THE  STATE  OF  MONTANA 

BALANCE  SHEET 
June  30,  1995 

ASSETS 


CURRENT  FUNDS : 
Unrestricted: 
General  operating: 
Cash 

Accounts  receivable 
Due  from  other  fund  groups 
Cash  equivalents-STIP  (Note  3) 
Prepaid  expenses 


5,436,281 

1,211, 066 

1, 281, 016 

774, 000 

563,421 


Total  general  operating 

Designated: 
Cash 

Accounts  receivable 
Due  from  other  fund  groups 
Cash  equivalents-STIP  (Note  3) 
Inventories 


9.265.784 


7,223,415 
547, 512 

1,916,121 
323,287 
537, 938 


Total  designated 


10.548.273 


Auxiliary  enterprises: 
Cash 

Accounts  receivable 
Due  from  other  fund  groups 
Cash  equivalents-STIP  (Note  3) 
Inventories 


553,113 

197, 571 

66,610 

3, 043,438 

356,876 


Total  auxiliary  enterprises 

Total  unrestricted 


4.217.608 
24.031.665 


Restricted: 
Cash 

Accounts  receivable 
Due  from  other  fund  groups 
Cash  equivalents-STIP  (Note  3) 


700,073 

5,681, 068 

48, 959 

648,536 


Total  restricted 

Total  current  funds 


7.078.636 
S31.110.301 


STUDENT  LOAN  FUNDS : 
Cash 
Loan  receivable  -  less  allowance  for 

bad  debts 
Accounts  receivable 
Cash  equivalents-STIP  (Note  3) 

Total  student  loan  funds 


;    106,193 

11,853,795 
9,440 

1.461.600 
S13.431.028 


See  notes  to  financial  statement 
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LIABILITIES  AND  FUND  BALANCES 


CURRENT  FUNDS 
Unrestricted: 
General  operating: 

Accrued  payroll  $  3,032,446 

Accounts  payable  and  accrued  liabilities  548,041 

Due  to  other  fund  groups  1,4  91,546 

Deposits  45,619 

Deferred  revenue  1,633,168 

Compensated  absences  payable  (Note  6)          ■  8,239,828 

Fund  balance-reserved  (Note  1)  570,169 

Fund  balance -unreserved  (Note  1)  (6 , 295 103?) 

Total  general  operating  9, 265, 784 

Designated: 

Accrued  payroll  797,947 

Accounts  payable  and  accrued  liabilities  1,177,639 

Due  to  other  fund  groups  544,637 

Deferred  revenue  70,186 

Compensated  absences  payable  (Note  6)  2,452,066 

Fund  balance-reserved  (Note  1)  18,228 

Fund  balance -unreserved  (Note  1)  5, 487, ^70 

Total  designated  1Q,$49,273 

Auxiliary  enterprises: 

Accrued  payroll  393,403 

Accounts  payable  and  accrued  liabilities  231,935 

Deposits  317,823 

Deferred  revenue  79,240 

Due  to  other  fund  groups  260,973 

Compensated  absences  payable  (Note  6)  569,642 

Fund  balance  2.364.592 

Total  auxiliary  enterprises  4 . 217 . 608 

Total  unrestricted  24. 031.665 

Restricted: 

Accrued  payroll  1,758,007 

Accounts  payable  and  accrued  liabilities  431,170 

Due  to  other  fund  groups  1,377,434 

Deferred  revenue  2,566,264 

Compensated  absences  payable  (Note  6)  109,575 

Fund  balance-reserved  (Note  1)  5,552 

Fund  balance-unreserved  (Note  1)  930, $34 

Total  restricted  7. 078.636 

Total  current  funds  $31. 110. 301 

STUDENT  LOAN  FUNDS: 

Accounts  payable  and  accrued  liabilities                 $  28,657 
Fund  balances : 

U.S.  Government  grants  refundable  $10,787,910 
University  funds  2,519,702 

Private  gifts                        94.759  13,4Q2,371 

Total  student  loan  funds  S13.431. 028 
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MONTANA  STATE  UNIVERSITY,  COMPONENT  UNIT  OF  THE  STATE  OF  MONTANA 

BALANCE  SHEET 
June  30,  1995 


ASSETS 


ENDOWMENT  FUNDS : 
Cash 

Accounts  receivable 
Cash  equivalents-STIP  (Note  3) 

Total  endowment  funds 


$      1,519 

91 

1-093.300 

$  1.094. 910 


PLANT  FUNDS : 
Unexpended : 

Cash  and  cash  equivalents 
Accounts  receivable 
Due  from  other  fund  groups 
Cash  equivalents-STIP  (Note  3) 
Investments  (Note  3) 
Construction  work  in  progress 
Construction  advances  to  state 
Total  unexpended 

Renewals  and  replacements: 

Cash  and  cash  equivalents 

Accounts  receivable 

Due  from  other  fund  groups 

Construction  work  in  progress 

Investments  (Note  3) 

Cash  equivalents-STIP  (Note  3) 

Total  renewals  and  replacements 

Retirement  of  indebtedness: 

Cash  and  cash  equivalents 
Accounts  receivable 
Due  from  other  fund  groups 
Cash  equivalents-STIP  (Note  3) 

Total  retirement  of  indebtedness 


1,589,052 

103,336 

16, 965 

3,041,596 

8,129,448 

11,783,741 

53,145 

24.717.283 


689,878 

19,235 

89,972 

200,275 

1,083,042 

2.963.967 

5.046.369 


159,166 
310,580 
215,346 
459.600 
1-144.692 


Investment  in  plant : 

Intangible  assets 

Land  and  land  improvements 

Buildings  (including  construction  in  progress) 

Equipment 

Livestock 

Library  books 

Total  investment  in  plant 

Total  plant  funds 

AGENCY  FUNDS: 
Cash 

Accounts  receivable 
Due  from  other  fund  groups 
Prepaid  expenses 
Cash  equivalents-STIP  (Note  3) 

Total  agency  funds 


57, 783 

4,414,310 

129,150,100 

61, 042,000 

2,160, 100 

28.205.528 

225.029.821 

$255.938.165 


204, 048 
1,858,330 
1,444,186 

250, 000 
1-355.400 
5-111-964 


See  notes  to  financial  statement 
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LIABILITIES  AND  FUND  BALANCES 


ENDOWMENT  FUNDS ; 
Fund  balance 


Total  endowment  funds 


$   1,094,910 
$   1. 094. 910 


PLANT  FUNDS: 
Unexpended : 

Accounts  payable  and  accrued  expenditures 

Due   to  other   f\ind  groups 

Bonds  payable 

Fund  balance -reserved  (Note  1) 

Fund  balance-unreserved  (Note  1) 


416,433 

297,508 

19,250,034 

1,655,635 

3-097.673 


Total  unexpended 

Renewals  and  replacements: 
Deferred  revenue 

Accounts  payable  and  accrued  expenditures 
Due  to  other  fund  groups 
Fund  balance-reserved  (Note  1) 
Fund  balance-unreserved  (Note  1) 

Total  renewals  and  replacements 

Retirement  of  indebtedness: 

Accounts  payable  and  accrued  expenditures 
Due  to  other  fund  groups 
Fund  balance 

Total  retirement  of  indebtedness 

Investment  in  plant : 

Bonds  payable  (Note  4) 
Other  payables :  notes 
Other  payables :  leases 
Net  investment  in  plant 

Total  investment  in  plant 

Total  plant  funds 

AGENCY  FUNDS: 
Accrued  payroll 

Accounts  payable  and  accrued  liabilities 
Due  to  other  fund  groups 
Deposits  held  in  custody  for  others 

Total  agency  funds 


24.717.283 


4,013 

280,645 

168,513 

603,924 

3-989.274 

5-046.369 


335,483 

14,617 

794.592 


26,321,686 

238, 966 

494,911 

197.974.258 

225.029.821 
S255.938.165 


12,523 

1, 117,158 

929,771 

3,052,512 

5-111-964 
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MONTANA  STATE  UNIVERSITY.  COMPONENT  UNIT  OF  THE  STATE  OF  MONTANA 

NOTES  TO  FINANCIAL  STATEMENTS 

JUNE  30.  1995 

1 .     SummarY  of  significant  accounting  policies 

Montana  State  University: 

Montana  State  University,  Montana  Agricultural  Experiment  Station, 
Montana  Extension  Service,  Fire  Service  Training  School,  and  MSU 
College  of  Technology-Great  Falls  are  related  through  common 
management;  however,  they  are  separate  and  distinct  agencies  as 
reported  on  the  Statewide  Budgeting  and  Accounting  System  (SBAS) . 
They  receive  separate  federal  and  state  appropriations .    Montana 
State  University's  financial  information  is  included  as  a 
component  unit  in  the  State  of  Montana  Comprehensive  Annual 
Financial  Report  (CAFR) . 

In  January  1994,  the  Montana  Board  of  Regents  of  Higher  Education 
approved  the  restructuring  of  the  Montana  University  System.   As 
part  of  the  restructuring,  effective  July  1,  1994,  Montana  State 
University  has  administrative  oversight  for  Montana  State 
University-Billings;  Montana  State  University-Northern;  MSU 
College  of  Technology-Billings;  and  MSU-College  of  Technology- 
Great  Falls.   These  financial  statements  exclude  activity  for 
Montana  State  University-Billings,  MSU-College  of  Technology- 
Billings,  and  Montana  State  University-Northern  as  the  financial 
statements  for  these  units  are  reported  separately  by  each  campus . 

Financial  statements : 

The  accompanying  financial  statements  have  been  prepared  following 
the  standards  of  accounting  and  reporting  as  described  by  National 
College  and  University  Business  Officers  (NACUBO) .   In  accordance 
with  Governmental  Accounting  Standard  No.  15,  "Governmental 
College  and  University  Accounting  and  Reporting  Models",  the 
University  has  adopted  the  American  Institute  of  Certified  Public 
Accountants'  (AICPA)  "College  Guide  Model". 

The  statement  of  current  funds  revenues,  expenditures,  and  other 
changes  is  a  statement  of  financial  activities  of  current  funds 
related  to  the  current  reporting  period  and  does  not  purport  to 
present  the  results  of  operations  or  the  net  income  or  loss  for 
the  period. 

Fvmd  balances  for  unrestricted  general  operating  funds  includes 
the  unfunded  liability  $8,23  9,828  for  compensated  absences 
payable. 
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Institutional  Support  Designated  expenditures  {FY94)  reflect 
revenue  exceeding  the  cost  of  goods  and  services  provided  in  both 
Institutional  Support  and  Operation  and  Maintenance  of  Plant 
programs . 

During  FY95,  Montana  State  University-Bozeman  was  one  of  the  104 
institutions  of  higher  education  to  implement  the  Federal  Direct 
Lending  program.   Restricted  fund  revenue  and  expenditures  include 
$8,147,567  which  was  disbursed  to  first-time  borrowers.   In  FY96, 
loans  will  be  disbursed  to  all  eligible  borrowers. 


Fund  accounting: 


The  accounts  of  the  University  are  maintained  in  accordance  with 
the  principles  of  fund  accounting  wherein  resources  are  classified 
for  accounting  purposes  into  funds  that  are  identified  by  the 
limitations  and  restrictions  placed  upon  their  use.   Separate 
accounts  are  maintained  for  each  fund;  however,  accounts  with 
common  characteristics  are  combined  into  fund  groups  and  reflected 
as  such  in  the  accompanying  financial  statements .   The  common 
characteristics  of  the  funds  contained  in  the  various  fund  groups 
are  as  follows: 

Current  funds : 

The  current  funds  group  includes  economic  resources 
expendable  in  performing  the  primary  objectives  of  the 
University,  i.e.,  Instruction,  Research  and  Public  Service. 
The  current  funds  group  has  two  basic  distinct  sub-groups: 
unrestricted  funds  which  have  no  expenditure  restrictions, 
and  restricted  funds  which  have  expenditure  restrictions. 
Unrestricted  current  funds  are  comprised  of  the  following: 

General  Operating  -  utilized  for  general  operations  in 
performing  the  primary  objectives  of  the  University. 

Designated  -  utilized  for  educational  related  service 
activities;  these  funds  are  separately  classified  in 
order  to  accumulate  and  distinguish  the  costs  of 
specialized  service  function  areas. 

Auxiliary  Enterprises  -  utilized  in  providing 
essential  on- campus  services  primarily  to  students, 
faculty,  and  staff. 

Student  loan  funds : 

The  resources  from  this  group  of  funds  are  available  to 
students  to  aid  in  financing  their  education.   Funds  for  the 
loans  are  provided  by  private  and  University  sources  with 
the  majority  of  the  fvmds  being  provided  by  the  Federal 
Government . 
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Endowment  funds : 


Endowment  funds  are  funds  with  specific  restrictions 
negating  the  expenditure  of  the  principal.   Generally,  the 
principal  is  to  be  maintained  in  perpetuity  and  invested  for 
the  purpose  of  producing  income . 


Plant  funds : 


Plant  funds  are  separated  into  four  distinct  self -balancing 
sub-group  accounts: 

Unexpended  plant  -  utilized  for  acquisition  of  long- 
term  institutional  assets . 

Renewal  and  replacement  -  utilized  for  long-term 
institutional  asset  maintenance. 

Retirement  of  indebtedness  -  utilized  for  interest  and 
debt  retirement. 

Investment  in  plant  -  denotes  the  cost  of  long-term 
institutional  assets  and  related  liabilities. 


Agency : 


This  fund  is  used  where  the  University  acts  in  a  custodial 
or  fiscal  agent  capacity  for  individual  students,  faculty, 
staff  or  qualified  organizations. 


Inventories: 


Inventories,  which  consist  mainly  of  food  and  operating  supplies, 
are  valued  at  cost  (first-in,  first-out  method) . 

Investments : 

Investments  are  carried  at  cost,  which  approximate  market  value  at 
June  30,  1995. 

Plant  and  equipment : 

Livestock  is  carried  at  current  market  value  with  any  difference 
from  the  prior  year  values  recorded  in  the  plant  fund.   Livestock 
is  purchased  and  raised  for  experimental  purposes;  the  revenue 
from  livestock  sales  is  recorded  in  the  general  operating  fund, 
except  when  a  breeding  animal  is  sold  and  is  expected  to  be 
replaced;  then  sales  proceeds  are  recorded  in  designated  funds  and 
used  for  replacements  as  needed. 
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Depreciation: 

No  provision  has  been  made  for  depreciation  of  plant  facilities  in 
accordance  with  generally  accepted  accounting  principles  for 
colleges  and  universities. 

Allowances  for  bad  debts : 

Except  for  Deferred  Fee  Payment  Plan  entity  in  the  general 
operating  fund  and  the  Consolidated  Short  Term  Loan  Fund,  an 
allowance  for  bad  debts  has  not  been  recorded.   Losses  from  bad 
debts  in  other  funds  are  recorded  as  adjustments  to  revenue  in  the 
year  in  which  they  are  deemed  uncollectible. 

Allocated  for  encumbrances: 

The  University  records  encumbrances  of  current  funds  as 
expenditures  in  conformance  with  state  accounting  policy. 

At  June  30,  1995,  the  University  had  encumbered  funds  that  are  not 
included  in  expenditures  in  the  accompanying  financial  statements. 
The  accrual  basis  of  accounting  provides  that  expenditures  include 
only  amounts  associated  with  goods  and  services  received  and  that 
liabilities  include  only  the  unpaid  amounts  associated  with  such 
transactions.   Fvind  Balances  are  reserved  in  current  funds  for  the 
encumbered  funds.   Bond  proceeds  budgeted  for  specific  projects 
are  shown  as  Reserved  Fund  Balances  in  plant  funds . 

Unearned  tuition  and  fees: 

Summer  school  tuition  and  fee  revenues  are  deferred  at  June  3  0  and 
recorded  as  revenue  in  the  succeeding  fiscal  year. 


2  .    Land  errant  income 

Montana  State  University  benefits  from  two  separate  land  grants.   The 
first  granted  90,000  acres  for  the  University  under  provisions  of  the 
Morrill  Act  of  1862  and  the  second,  under  the  Enabling  Act  of  1889, 
granted  an  additional  50,000  acres  for  the  University. 

Under  provisions  of  both  grants,  income  from  the  sale  of  land  and  land 
assets  must  be  reinvested  and  constitutes,  along  with  the  balance  of  the 
unsold  land,  a  perpetual  endowment  fund.   The  state  of  Montana,  Board  of 
Land  Commissioners,  administers  both  grants  and  holds  all  assets. 

Investment  income  from  the  first  and  second  grant  is  currently  pledged 
to  the  retirement  of  revenue  bonds  and  is  reported  as  revenue  in  the 
retirement  of  indebtedness  fund. 
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Cash  equivalents  and  investments 

Investments  and  Cash  Eguivalents-STIP  at  June  30,  1995  consist  of  the 
following: 


State  of  Montana  short-term  investment  pool 
U.S.  Treasury  securities,  held  by  trustees  in 
the  entity's  name 


FY95 

515,164,724 

9.212.490 
$24.377.214 


STIP  portfolio  includes  asset-backed  securities,  banker's  acceptances, 
certificates  of  deposit,  commercial  paper,  corporate  and  government 
securities,  repurchase  agreements,  and  variable-rate  (floating-rate) 
instruments.   Investments  are  at  cost  which  equals  market  value.   The 
unit  value  is  $1.00  per  unit.   STIP  investments  are  in  Risk  Category  1 
which  includes  investments  that  are  insured  or  registered,  securities 
held  by  the  State  or  its  agent  in  the  State's  name. 

During  FY95,  the  State  of  Montana,  Short  Term  Investment  Pool  held  $25 
million  in  Orange  County,  California  notes.   Although  Orange  County 
declared  bankruptcy  on  December  6,  1994,  the  State  received  all  monthly 
interest  payments  and  the  June  30,  1995  principal  maturity  of  $25 
million  as  scheduled.   MSU  has  less  than  a  2%  interest  in  STIP. 

Investments  are  U.S.  Treasury  Securities  which  are  held  by  the  First 
Trust  Company  of  Montana  in  the  University's  name.   Investments  are  in 
Risk  Category  1.   The  market  values  at  June  30,  1995  was  $9,039,418. 

Cash  and  Cash  Equivalents  include  cash  on  deposit  and  short  term 
investments  held  by  the  First  Trust  Company  of  Montana  in  the 
University's  name  (Risk  Category  1).   The  State  requires  collaterization 
based  on  the  average  daily  cash  balance. 

Bonds  payable 

Revenue  Bonds  payable  at  June  30,  1995  with  annual  principal  payments 
and  interest  rates,  are  as  follows: 


Fiscal 

Total 

Year 

$' 

1985  B 

1986  A 

1987  A 

1993  A 

3.20 

Payment 

1996 

80C 

1,000  8.25$ 

$  205,000 

6.90 

$ 

205,000 

6.90 

$ 

255,000 

$  1,465,000 

1997 

0 

380,000 

7.00 

165,000 

7.00 

955,000 

3.45 

1,500,000 

1998 

0 

1,130,000 

7.10 

105,000 

7.20 

280,000 

3.65 

1,515,000 

1999 

0 

1,250,000 

7.20 

110,000 

7.40 

255,000 

3.80 

1,615,000 

2000 

0 

1,380,000 

7.30 

120,000 

7.60 

230,000 

3.95 

1,730,000 

2001- 

4.10% 

2009 

p 

14.680.000 

7.40 

415.000 

8.00 

22 

,651.720 

5.05 

37.746.720 

*- 

MO. 

000 

$19,025,000 

$1 

.120.000 

$24 

.626.720 

$45,571,720 
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Debts  refunded,  issued,  and  escrowed 

Issuance  of  Series  B  1985  Bonds,  November  1,  1985  Indenture: 

An  original  issue  of  $6,530,000  dated  November  1,  1985,  consisting  of 
fully  registered  bonds  without  coupons,  with  interest  rates  ranging  fror 
5.50%  to  8.65%,  with  the  principal  maturing  on  November  15,  1986  througl 
1996,  for  the  addition  of  63,600  square  feet  to  the  Museum  of  the 
Rockies,  including  facilities  for  a  planetarium,  art  collection, 
exhibits,  auditoriums,  classrooms,  offices,  storage,  and  preparation 
areas. 

Issuance  of  Series  A  1986  Bonds,  August  15,  1986  Indenture: 

An  original  issue  of  $34,835,000  dated  August  15,  1986,  consisting  of 
fully  registered  bonds  without  coupons,  with  interest  rates  ranging  fror 
6.60%  to  7.40%,  with  the  principal  maturing  serially  on  November  15, 
1993  through  2009,  for  the  refunding  of  all  bonds  outstanding  under  the 
October  1,  1985  and  September  1,  1985  Indentures. 

Issuance  of  Series  A  1987  Bonds,  June  15,  1987  Indenture: 

An  original  issue  of  $2,325,000  dated  June  15,  1987,  consisting  of  full^ 
registered  bonds  without  coupons,  with  interest  rates  ranging  from  5.10i 
to  8.00%,  principal  maturing  serially  on  January  1,  1988  through  2003, 
for  the  acquisition,  construction,  repair,  remodeling,  replacement, 
renovation,  improvement,  furnishing,  and  equipping  of  new  and  existing 
facilities  at  the  University. 

Issuance  of  Series  A  1993  Bonds,  November  9,  1993  Indenture: 

An  original  issue  of  $24,911,720.30  dated  November  9,  1993,  consisting 
of  $3,055,000  of  fully  registered  Current  Interest  Serial  Bonds  with 
interest  rates  ranging  from  2.60%  to  4.75%,  plus  $6,036,720.30  of  fully 
registered  Capital  Appreciation  Bonds  with  interest  rates  ranging  from 
5.00%  to  5.20%,  and  the  remainder  of  fully  registered  Current  Interest 
Term  Bonds  maturing  on  November  15,  2013  through  2016.   A  total  of  $4.3 
million  was  used  to  partially  refund  certain  eligible  portions  of  the 
Series  B  1985  and  Series  A  1986  Indentures.   The  remainder  of  the 
proceeds  were  for  the  acquisition,  construction,  repair,  remodeling, 
replacement,  renovation,  improvement,  furnishing,  and  equipping  of  new 
and  existing  facilities  at  the  University. 

The  University  realized  a  net  present  value  savings  of  $735,809  from  th€ 
advance  refunding.   In  addition.  University  funds  totaling  $14,228,313 
which  were  freed  as  a  result  of  the  Series  A  1993  transaction  were  used 
concurrently  for  the  early  redemption  of  certain  Series  A  1986  Bonds. 
This  resulted  in  a  net  present  value  savings  of  $1,012,804  for  the 
University. 
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Refunded  Bonds: 


Proceeds  of  the  Series  A  1986  and  Series  A  1993  Indentures,  together 
with  certain  other  funds  and  monies  of  the  University,  were  used  to 
advance  refund  and  defease  certain  bond  issues  already  outstanding. 
Additionally,  in  prior  years,  the  Board  of  Regents  of  Higher  Education 
and  Montana  State  University  issued  refunding  revenue  bonds  to  advance 
refund  and  defease  certain  bond  issues  already  outstanding.   The 
proceeds  of  the  refunding  issues  were  placed  in  irrevocable  escrow 
accounts  held  by  a  Trustee,  and  were  invested  in  securities  of  the  U.S. 
Treasury  that,  together  with  interest  earned  thereon,  will  be  sufficient 
for  the  payment  of  principal  and  interest  on  the  refunded  issues. 
Accordingly,  the  debt  is  considered  defeased  for  financial  reporting 
purposes  and  the  liability  for  the  defeased  bonds  is  not  included  in  the 
financial  statements  of  the  University.   As  of  June  30,  1995,  the  in- 
substance  defeased  bonds  outstanding,  including  principal  and  interest, 
total  $5,715,401. 

Retirement  plans 

Full-time  employees  of  Montana  State  University  are  all  members  of  the 
Public  Employees'  Retirement  System  (PERS) ,  Teachers'  Retirement  System 

(TRS)  the  Optional  Retirement  Program  (ORP) ,  Federal  Employees' 
Retirement   System  (FERS)  or  the  U.S.  Civil  Service  Retirement  System 

(CSRS) .   ORP  started  in  January  of  1988,  is  underwritten  by  the 
Teachers'  Insurance  and  Annuity  Association-College  Retirement  Equities 
Fund  (TIAA-CREF) .   Only  faculty  and  staff  with  contracts  under  the 
authority  of  the  Board  of  Regents  are  members  of  the  TRS  or  the  ORP . 
Effective  July  1,  1993,  the  ORP  became  the  mandatory  retirement  plan  for 
new  faculty  and  administrative  staff.   Pension  Benefit  Obligations  are 
not  available  on  an  agency  basis,  but  are  available  on  a  statewide  basis 
from  the  Montana  Retirement  systems  or  TIAA-CREF. 

ORP  -  The  ORP  is  a  defined  contribution  plan.   The  benefits  at 
retirement  depend  upon  the  amount  of  investment  gains  and  losses  and  the 
employee's  life  expectancy  at  retirement.   Under  the  ORP,  each  employee 
enters  into  an  individual  contract  with  TIAA-CREF.   Montana  State 
University  records  employee/employer  contributions,  and  remits  monies  to 
TIAA-CREF.   Individuals  are  immediately  vested  with  contributions. 

TRS  -  This  mandatory  defined  benefit  plan,  established  in  1937  and 
governed  by  Title  19,  Chapter  4,  MCA,  provides  retirement  services  to 
all  persons  employed  as  teachers  or  professional  staff  of  any  public 
elementary  or  secondary  school,  colleges  of  technology, or  unit  of  the 
University  System.   Eligibility  is  met  with  a  minimum  of  25  years  of 
service  or  age  60  with  5  years  of  creditable  service.   The  formula  for 
accrual  benefits  is  1/60  times  creditable  service  times  the  average 
final  compensation.   Rights  are  vested  after  5  years  of  creditable 
service.   Vested  employees  may  retire  at  or  after  age  50  and  receive 
reduced  retirement  benefits .   Additional  information  can  be  obtained 
from  the  State  of  Montana,  Department  of  Administration,  Teachers' 
Retirement  Division. 
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PERS  -  This  mandatory  defined  benefit  plan,  established  in  1945  and 
governed  by  Title  19,  Chapter  3,  MCA,  provides  retirement  services  to 
substantially  all  public  employees.   Benefit  eligibility  is  age  60  with 
at  least  5  years  of  service:  age  65  regardless  of  service:  or  30  years 
of  service  regardless  of  age.   Actuarially  reduced  benefits  may  be  takei 
with  25  years  of  service  or  at  age  50  with  at  least  5  years  of  service. 
Monthly  retirement  benefits  are  determined  by  taking  1/56  times  the 
number  of  years  of  service  times  the  final  average  salary.   Members 
rights  become  vested  after  5  years  of  service.   Additional  information 
can  be  obtained  from  the  State  of  Montana,  Department  of  Administration 
Public  Employees'  Retirement  Division. 

FERS  -  This  plan  was  signed  into  law  in  1986  and  is  available  to  Federa; 
employees  joining  the  Extension  Service  staff  without  a  break  in 
service.   This  retirement  plan  contains  defined  benefit  plan  components 
a  Basic  Benefit  Plan  and  Social  Security,  and  a  defined  contribution 
component,  the  Thrift  Savings  Plan  (TSP) .   Basic  benefits  can  be 
received  at  age  55  with  a  minimum  of  10  years  of  service;  minimum 
retirement  benefits  at  age  62  with  5  years  of  service.   The  formula  for 
basic  benefits  is  1%  times  the  highest  consecutive  three-year-average 
salary  times  years  of  service.   At  age  62,  retirees  are  eligible  for 
cost  of  living  adjustments  on  retirement  benefits.   The  TSP  benefits  at 
retirement  depend  upon  the  amount  of  employer  contributions,  employee 
voluntary  contributions  and  investment  gains  and  losses. 

CSRS  -  This  retirement  plan  is  authorized  under  the  Smith-Lever  Act  of 
1914  as  amended  and  is  available  to  Federal  employees  joining  the 
Extension  Service  staff  without  a  break  in  service.   CSRS  is  a  defined 
benefit  plan.   The  retirement  benefits  are  based  upon  the  highest 
consecutive  three-year-average  salary.   Retirees  are  eligible  for  cost 
of  living  adjustments  the  year  after  retirement.   Benefits  can  be 
received  at  age  55  with  30  years  of  service,  age  60  with  20  years  of 
service,  or  age  62  with  five  years  of  service. 


FY94  PERS         TRS  ORP  CSRS         FERS 

Covered  Payroll' 
Total  Payroll 

Employer  Contributions 
%  of  Covered  Payroll 

Employee  Contributions 
%  of  Covered  Payroll 

'Covered  payroll  excludes  students  employed  under  the  College  Workstudy  programs  and  part-time  student 
employees. 

^For  ORP  Participants,  a  total  of  $438,615  or  2.503%  was  contributed  to  TRS  as  employer  contributions  to 
amortize  past  service  unfunded  liability  in  accordance  with  Title  19,  Chapter  21,  MCA. 


24,038,776 
76,395,476 

29,998,166 
76,395,476 

17,521,877 
76,395,476 

1, 
76 

,926,714 
,395,476 

76 

724,878 
,395,476 

1,610,598 
6.700 

2,678,071' 
7.459  Jul 
7.470  Jan 

868,342 
-Dec  4.956 
-Jun 

134,870 
7.000 

93,509 

12.900 

1,610,598 
6.700 

2,111,908 
7.044 

1,303,628 
7.044 

134,870 
7.000 

5,799 

.800 
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21,135,205 

24,222,108 

20,368,164 

2,043,696 

732,680 

78,328,201 

78,328,201 

78,328,201 

78,328,201 

78,328,201 

1,416,059 

2,319,207^ 

1,009,446 

143,059 

83,526 

6.700 

7.470 

4.956 

7.000 

11.400 

1,416,059 

1,706,205 

1,434,733 

143,059 

5,861 

6.700 

7.044 

7.044 

7.000 

.800 

FY95  PERS  TRS  ORP  CSRS  FERS 

Covered  Payrol l' 
Total  Payroll 

Employer  Contributions 
%  of  Covered  Payroll 

Employee  Contributions 
%  of  Covered  Payroll 

'covered  payroll   excludes  students  employed  under  the  College  Uorkstudy  programs  and  part-time  student 
employees. 

For  ORP  Participants,    a  total   of  $509,816  or  2.503%  was  contributed  to  TRS  as  employer  contributions  to 
amortize  past  service  unfunded   liability  in  accordance  with  Title  19,   Chapter  21,   MCA. 

6 .  Commitments    and   contingencies 

Compensated  absences  payable : 

As   of   December    31    of    each  year,    employees    can   accumulate   vacation 
leave  up   to   twice   the  number  of   leave  days   earned  annually  and 
sick    leave    can   be   accumulated  without    limitation.      Upon 
termination,    the   employee   is  paid  the   accumulated  vacation   leave 
and  25   percent   of   the  accumulated  sick  leave.      Vacation  and  sick 
leave   payments    are    recorded   as    an   expenditure   at    the    time    they   are 
paid   to   the   employee.      Amounts    recorded  as    compensated   absences 
payable   include  employer  benefits. 

Due    to   system   limitations,    the   change    in   the    compensated   absences 
payable  amount    is   stated  as   an  adjustment   to    "Fund  balances   at 
beginning   of   year   as   previously   reported"    and  not    identified  with 
the    fiscal   period  earned  or   utilized  by   the   employee. 

Capital  projects: 

As   of   June    30,    1995,    the   University  has  initiated   construction   on 
the    following  major   capital   projects: 

Expenditures 

Project                                                                           Authorized  as  of  6/30/95 

Strand  Union  theater                                                         $         55,000  $         5,637 

Steam  and  condensate  tunnel                                               4,880,920  4,865,050 

Fiberoptic  cable  distribution                                            990,000  2  840 

Centennial  Mall                                                                       2,275,000  171,273 

Bioscience  building                                                                   250,000  14,387 

Boiler  ifl  replacement                                                               420,399  401,917 

Steam  and  condensate  R&R                                                         563,553  465,207 

Steam  tunnel   spurs                                                                     115,172  108,071 

Hedges  remodel  and  expansion                                          8,800,000  925,515 

93-A  Mcintosh  Family  Housing                                          4,100,000  2,933,390 

93-A  fire  safety                                                                         831,833  200,275 

Engineering  Physical  Science  complex                            3,380,725  941,179 

Campus  networking                                                                   1,331,703  234,033 

Campus   lighting                                                                       1.430.032  675.578 

$29.424.337  $11.944.352 
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Leases : 


The  University  reserves  the  right  to  limit  the  amount  of  expend- 
itures associated  with  lease  contracts  without  penalty  when,  in  the 
sole  judgment  of  the  University,  annual  funding  or  program  changes 
necessitate.   Capital  lease  agreements  for  various  purposes  and  timi 
periods  total  $561,647  at  June  30,  1995.   The  annual  payments  are: 


Fiscal   Year 

Principal 

Interest 

Total 

1995-96 

$193,029 

$34,929 

$227,958 

1996-97 

155,564 

19,791 

175,355 

1997-98 

88,889 

8,667 

97,556 

1998-99 

39,303 

2,813 

42,116 

1999-00 

18,126 

536 

18,662 

2000  on 

- 

- 

- 

Total 

$494,911 

$66,736 

$561,647 

Thackery  Ranch: 

The  University  is  acquiring  land  and  buildings  near  Havre,  the 
Thackery  Ranch,  under  a  Contract  for  Deed.   As  of  June  30,  1995  the 
annual  payments  are: 


Fiscal    Year 

Principal 

Interest 

Tot^l 

1995-96 

$116, 

,586 

$11, 

,948 

$128,534 

1996-97 

122, 

,380 

6, 

154 

128, 534 

1997-98 

0 

0 

0 

1998-99 

0 

0 

0 

1999-00 

0 

0 

0 

2  000    on 

0 

0 

0 

Total 

$238, 

,966 

$18, 

AM 

$257,068 

Student  FTE 


Session 

Year 

Undergraduate 

FTEs    Reported' 

Graduate 

FTEs    Reported^ 

Total 
FTEs    ^ 

Summer 

Fall 

Spring 

1993 
1993 
1994 

954 
9,664 
9,234 

268 
538 
536 

1,222 

10,202 

9,770 

Annual" 

1993- 

94 

9,926 

671 

10,597 

Session 

Year 

Undergraduate 
FTEs    Reported^ 

Graduate 
FTEs   Report 

:ed^ 

Total 
FTEs 

1     3 

Summer 

Fall 
Spring 

1994 
1994 
1995 

1,048 
9,761 
9,178 

237 
550 
583 

1,285 

10,311 

9,761 

Annual" 

1994- 

95 

9,994 

685 

10,679 
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^      Undergraduate  semester  credit  hours  divided  by  15. 

^      Graduate  semester  credit  hours  divided  by  12 . 

^      Includes  both  Unrestricted  and  Restricted  funded  FTEs . 

*      In  accordance  with  CHE  policy  annual  FTE  is  calculated  by  total 

undergraduate  credit  hours  divided  by  3  0  and  total  graduate  credit  hours 
divided  by  24 . 

8 .  Affiliated  Organizations 

Private  nonprofit  organizations  affiliated  with  the  University  include 
MSU  Alumni  Association,  MSU  Athletic  Scholarship  Association,  MSU 
Bookstore,  MSU  Foundation,  MSU  Friends  of  KUSM,  The  Museum  of  the 
Rockies,  Inc.,  and  the  Research  and  Development  Institute.   These  groups 
operate  exclusively  for  the  purposes  of  encouraging,  promoting,  and 
supporting  educational  programs,  research,  scholarly  pursuits,  and 
athletics  at,  or  in  connection  with,  the  University.   The  MSU  Foundation 
provided  $4,643,840  in  FY94  and  $2,367,560  in  FY95  for  scholarships  and 
academic/institutional  support.   The  Museum  of  the  Rockies,  Inc  paid 
$300,000  in  rent  to  MSU  in  FY95 .   Contribution  from  MSU  Athletic 
Association  were  $41,394  in  FY94  and  $382,225  in  FY95 . 

9.  Accounting  Change 

Governmental  Accounting  Standard  No.  16,  "Accounting  for  Compensated 
Absences,"  requires  the  inclusion  of  employer  benefits  in  determining 
the  compensated  absences  payable.   The  accounting  change  reflects  the 
employer  benefits  for  June  30,  1993  compensated  absences  payable. 

10 .  Change  in  Reporting  Entity 

Effective  July  1,  1994,  the  Montana  Board  of  Regents  of  Higher  Education 
approved  the  restructuring  of  the  Montana  University  System.   Beginning 
fund  balances  have  been  adjusted  to  include  July  1,  1993  fund  balances 
for  the  MSU  College  of  Technology-Great  Falls. 


Page  A-39 


PageA-40 


MSU-Bozeman  Response 
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Montana 

State  University 


B  O  Z    E   M   A  N 


Office  of  the  President 

211  Montana  Hall 
MSU  •  Bozeman 
Bozeman,  MT  59717-0242 

Telephone  (406)  994-2.341 
Fox  (406)994-1893 


February  16,  1996 

Scott  A.  Seacat 
Legislative  Au(iitor 
P.O.  Box  201705 
Helena,  MT  59620-1705 

Dear  Scott: 

Attached  are  the  responses  to  recommendations  made  relative  to  the  audit  of  Montana  State 
University  with  campuses  at  Bozeman,  Havre,  Billings,  and  Great  Falls.  Included  also  in  the 
Bozeman  report  are  the  Montana  State  University  Agricultural  Experiment  Station,  Montana 
State  University  Extension  Service  and  the  Fire  Service  Training  School.  We  are  pleased  with  the 
results  of  the  work  performed  by  your  office.  We  feel  this  report  demonstrates  Montana  State 
University's  commitment  to  ensuring  compliance  with  state  and  federal  regulations  and  policies 
which  govern  our  activities. 

We  thank  you  and  your  staff  for  the  professional  manner  in  which  the  audit  was  conducted.  We 
look  forward  to  meeting  with  the  Audit  Committee  to  discuss  this  report. 


Sincerely, 


On// 


y 


'   Michael  P.  Malone 
President 
Montana  State  University 


William  Daehling 

Chancellor 

MSU-Northem 


Robert  M.  Specter 

Vice  President  for  Administration  and  Finance 

Montana  State  University 


Ronkld  Sexton 

Chancellor 

MSU-Billings 
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Mountains  and  Minds 


RECOMMENDATION  #A-1 

We  recommend  the  university  assess  borrowers  in  default  on  their  Perkins 
loans  collection  costs  in  accordance  with  federal  regulations. 

RESPONSE  #A-1 

We  concur.  The  university  will  determine  a  reasonable  collection  cost  and 
assess  borrowers  in  accordance  with  federal  regulations. 


RECOMMENDATION  #A-2 

We  recommend  the  university: 

A.  Complete  timely  reconciliations  of  the  college's  accounting  records, 
federal  award  summary,  and  student  aid  reporting  summary. 

B.  Establish  procedures  to  ensure  federal  regulations  are  met  prior  to 
the  college  disbursing  financial  aid  awards. 

RESPONSE  #A-2 

A.  We  concur.  The  financial  aid  office,  in  conjunction  with  the  business 
office,  is  conducting  timely  reconciliations  of  the  respective  accounting, 
financial  aid  and  federal  aid  program  records. 

B.  We  concur.  The  financial  aid  office  has  adopted  a  double  check 
mechanism  to  ensure  federal  regulations  are  met  prior  to  disbursing 
financial  aid  awards. 

RECOMMENDATION  #A-3 

We  recommend  the  university  provide  access  to  OMB  Circular  A-21  to 
grant  administrators  for  identifying  costs  prohibited  by  federal  regulations. 

RESPONSE  #A-3 

We  concur.  The  University  Principal  Investigator's  Manual  will  be  updated  to 
include  OMB  Circular  A-21  as  an  attachment. 
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RECOMMENDATION  #A-4 

We  recommend  the  university: 

A.  Follow  state  and  university  policy  for  recording  expenditure 
abatements. 

B.  Correct  the  accounting  records  for  identified  abatement  errors. 
RESPONSE  #A-4 

A.  We  concur.  Expenditure  abatements  will  be  recorded  in  accordance  with 
state  and  university  policy. 

B.  We  concur.  Corrections  will  be  made  to  the  accounting  records  for  the 
identified  abatement  errors. 

RECOMMENDATION  #A-5 

We  recommend  the  university: 

A.  Require  appropriate  documentation  supporting  miscellaneous  travel 
expenses. 

B.  Seek  reimbursement  from  employees  for  unsupported  miscellaneous 
travel  expenses. 

RESPONSE  #A-5 

A.  We  concur.  Staff  members  have  been  reminded  of  the  need  for 
acceptable  documentation  supporting  miscellaneous  travel  expenses. 
Periodic  reviews  are  being  conducted  to  insure  compliance. 

B.  We  concur.  Reimbursement  has  been  requested  from  employees  for 
unsupported  travel  expenses. 
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Legislative  Audit  Division 


Financial-Compliance  Audit 

For  the  Two  Fiscal  Years  Ended  June  30,  1995 


Montana  State  University-Northern 

This  report  section  contains  eight  recommendations  addressing: 

»■      Ineffective  internal  control  environment. 

*■      Cash  accounts  held  outside  the  state  treasury. 

>■      Accounting  issues. 


Members  of  the  audit  staff  involved  in  this  audit  were  Frieda  Houser,  Tori 
Hunthausen,  Emlyn  Neuman-Javomik,  and  Lorry  Parriman. 


Introduction 


Introduction 


We  performed  a  financial-compliance  audit  of  Montana  State 
University-Northern  (MSU-Northern)  for  the  two  fiscal  years 
ended  June  30,  1995.   The  objectives  of  the  audit  were  to 
determine: 


1 .  If  there  are  conditions  where  MSU-Northem  can  improve 
management  and  internal  control  procedures  to  promote 
economic  and  efficient  use  of  its  assets. 

2.  MSU-Northern's  compliance  with  applicable  state  and  federal 
laws  and  regulations. 

3.  The  fairness  of  the  financial  statements  prepared  by  MSU- 
Northern  personnel  for  the  two  fiscal  years  ended  June  30, 
1995. 

4.  The  status  of  prior  audit  recommendations. 

This  report  contains  eight  recommendations.   Other  areas  of 
concern  deemed  not  to  have  a  significant  effect  on  the  successful 
operations  of  MSU-Northern's  programs  are  not  specifically 
included  in  the  report,  but  have  been  discussed  with  management. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  the  costs 
of  implementing  the  recommendations  made  in  this  report.   Each 
report  section  discloses  the  cost,  if  significant,  of  implementing  the 
recommendation. 


Restructuring 


MSU-Northern  (formerly  Northern  Montana  College)  was 
restructured  by  the  Board  of  Regents  of  Higher  Education, 
effective  July  1,  1994,  and  is  now  administratively  affiliated  with 
Montana  State  University-Bozeman.   MSU-Northern  continues  to 
operate  as  an  independent  campus,  maintaining  its  own  accounting 
records. 
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Background 


MSU-Northern  is  a  regional,  multi-purpose  educational  center 
serving  students  who  seek  both  a  technical  and  liberal  arts 
education.   MSU-Northern  offers  programs  at  the  associate, 
baccalaureate,  and  master's  degree  levels.   A  master's  program  is 
offered  in  education,  with  options  in  counseling  and  development, 
elementary  education,  vocational  education,  and  general  science. 
Graduate  education  includes  a  fifth-year  program  for  elementary 
and  secondary  teachers. 


MSU-Northern  offers  courses  at  two  locations,  the  campus  in 
Havre  and  an  extended  campus  in  Great  Falls.   MSU-Northern  at 
Great  Falls  includes  an  environmental  training  center.   MSU- 
Northern  is  financed  by  state  appropriations  from  the  General  Fund 
and  university  millage  accounts.   Revenue  is  also  generated  fi-om 
student  fees,  federal  grants,  private  gifts  and  grants,  and  auxiliary 
enterprise  operations. 
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Prior  Audit  The  previous  financial-compliance  audit  report  for  the  two  fiscal 

Recommendations  years  ended  June  30,  1993  contained  six  recommendations.   Of 

these  recommendations,  five  are  still  applicable.   Four  have  been 
implemented  and  one,  regarding  controls  over  non-treasury  cash 
accounts  has  not  been  implemented.    This  issue  is  discussed  in 
more  detail  on  pages  B-7  through  B-10  of  this  report. 
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Ineffective  Internal 
Control  Enyironmrat 


MSU-Northem's  responsibilities  include  establishing  and 
maintaining  adequate  systems  of  internal  control.   The  objective  of 
a  system  of  internal  control  is  to  provide  management  with 
reasonable,  but  not  absolute,  assurance  that  resource  use  is 
consistent  with  laws,  regulations,  and  policies;  resources  are 
safeguarded;  and  reliable  data  is  obtained,  maintained,  and 
disclosed.   Because  of  inherent  limitations  in  any  system  of  internal 
controls,  errors  or  irregularities  may  occur  and  not  be  detected. 
However,  a  good  system  of  internal  control  reduces  the  risk  of 
such  errors  or  irregularities. 


MSU-Northem  at  Great  Falls  (center)  is  an  extension  of  MSU- 
Northem  at  Havre.   While  reviewing  the  activities  of  the  center, 
we  determined  one  individual  has  the  responsibility  to  perform 
functions  that  are  not  appropriate  for  an  effective  internal  control 
system.    A  center  employee  is  in  a  position  to  circumvent  the 
controls  and,  in  fact,  did  so.   The  following  paragraphs  discuss  the 
issues  we  found. 


R^istration  System 


As  part  of  their  regular  duties,  a  center  employee  has  unsupervised 
control  over  registration  information  and  registers  students  for 
credit-hours  enrolled  in  Great  Falls.   Using  this  control,  the 
individual  pre-registered  as  a  full-time  student  taking  12  credit- 
hours.   Student  fees  are  automatically  assessed  based  on  per-credit- 
hour  enrolled.   A  student  enrolled  for  12  credit-hours  is  assessed  a 
fee  of  $1,546.   Based  on  the  number  of  credit-hours  enrolled  and 
employment  status  at  the  center,  the  individual  applied  for  and 
received  a  student  fee  waiver  of  $666.   This  reduced  the 
individual's  student  fee  liability  to  $880.   However,  the  individual 
inappropriately  accessed  the  center's  fee  information  and  reduced 
their  fee  assessment  to  $354.45  indicating  9  credit-hours  on  their 
receipt. 


Subsequently,  the  individual  inappropriately  accessed  the  computer 
registration  file  and  changed  enrollment  status.   Up  to  a  given  date, 
a  student  may  formally  drop  classes  by  providing  written  notifi- 
cation to  the  registrar.   This  eliminates  all  record  of  the  class  from 
a  student's  transcript.   However,  after  this  deadline  had  passed,  the 
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individual  discussed  above  accessed  registration  information, 
reduced  their  credit  load  to  3  credit-hours,  and  cancelled  the 
remaining  credit-hours.   Normally  if  a  class  is  dropped  after  the 
deadline,  the  registration  system  classifies  the  status  as  a 
withdrawal  and  the  student  forfeits  the  fees  for  the  credit-hours.   A 
cancellation,  on  the  other  hand,  allows  for  a  refund  of  fees.   Due 
to  the  timing  of  the  change  in  credit-hours,  as  discussed  below,  the 
individual  did  not  receive  a  refund.   In  addition,  for  the  1995-96 
fall  semester,  the  last  day  for  a  student  to  drop  a  class  and  receive 
a  withdrawal  status  rather  than  an  incomplete  or  fail  status  was 
November  5,  1995.   As  directed  by  MSU-Northern  personnel,  die 
individual  changed  their  class  status  for  the  9  credit-hours  back  to  a 
withdrawal  status,  on  November  6,  1995,  overriding  the  previous 
change. 

A  student  fee  check  is  performed  by  personnel  at  MSU-Northern 
following  the  last  day  available  to  add/drop  classes.   Enrollment 
information  is  compared  to  the  fees  actually  collected  by  the 
business  office.   Although  the  fee  check  procedure  is  an  important 
control,  the  timing  of  inappropriate  changes  to  student  information 
could  circumvent  the  control.   An  inappropriate  manual  override  of 
registration  information,  negates  the  effectiveness  of  the  fee  check 
by  eliminating  the  historical  trail.   The  timing  of  this  individual's 
change  from  12  to  3  credit-hours  occurred  after  the  fee  check  and 
the  individual  has  been  billed  for  the  remaining  $525.55  in  student 
fees  owed  for  12  credit-hours. 

The  original  12  credit-hour  enrollment  for  the  student  discussed 
above  supported  a  request  for  financial  aid  of  $4,334.   The 
individual  received  two  Stafford  Loan  (CFDA  #84.032) 
disbursements,  net  of  the  $354.45  fee  assessment  and  a  processing 
fee,  totalling  $3,807.   A  student  enrolled  for  3  credit-hours  is  not 
eligible  for  financial  aid.   Federal  regulations  declare  a  student  who 
receives  a  federal  Stafford  Loan  and  attends  less  than  half-time 
ineligible  and  any  disbursements  must  be  repaid  in  full 
immediately.   The  responsibility  to  return  the  loan  proceeds  is 
either  the  school's,  the  student's  or  both  depending  upon  the 
student's  registration  status.   Because  the  individual  never  attended 
the  classes  for  which  the  financial  aid  was  awarded,  the  individual 
was  ineligible  for  the  $4,334  in  financial  aid  already  received. 
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Controls  Over  Cash 


The  same  center  employee  is  also  the  custodian  of  the  cash 
maintained  at  the  center.   The  individual  initiates  transactions  from 
the  cash  accounts,  performs  the  cashiering  functions  of  the  office, 
is  responsible  for  counting,  reconciling,  and  replenishing  the  cash 
accounts,  preparing  the  deposits  and  taking  the  deposits  to  the 
bank. 


The  individual  is  responsible  for  collecting  student  fees,  accessing 
and  recording  the  collection  on  the  receipting  system,  reconciling 
receipt  of  cash,  and  preparing  and  delivering  the  deposits  to  the 
bank. 

Even  if  a  complete  separation  of  functions  is  not  possible,  certain 
specific  duties  can  be  separated  among  the  available  personnel  to 
achieve  the  strongest  control  possible  under  the  circumstances.   For 
example,  reconciliations  of  the  receipting  system  and  cash  accounts 
should  be  performed  by  someone  other  than  the  person  responsible 
for  preparing  the  deposit.   This  review  should  be  documented  by  a 
signature  and  date. 


Summary 


The  center  lacks  an  adequate  system  of  internal  control.   MSU- 
Northem  should  establish  a  control  system  which  includes,  but  is 
not  limited  to  adequately  segregating  duties  of  personnel 
responsible  for  recordkeeping,  authorization,  operations,  and 
custodianship.   Center  personnel  noted  there  is  limited  staff 
available  to  adequately  segregate  functions.   However,  if  duties 
were  allocated  differently  between  existing  staff,  controls  could  be 
improved.   Management  should  ensure  the  system  is  implemented 
through  adequate  supervision  and  review. 


Due  to  the  inadequate  internal  control  system  at  the  center  and  the 
repercussions  resulting  from  the  weaknesses  in  the  system,   we 
referred  the  information  we  gathered  to  the  Attorney  General's  and 
Governor's  Offices  in  accordance  with  section  5-13-304(4),  MCA. 
We  also  question  $4,334  in  financial  aid  disbursements  for  an 
ineligible  student  and  recommend  immediate  payback  as  required 
by  federal  law. 
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Recommaidation  #B-1 

We  recommend  MSU-Northem: 

A.  Adequately  segregate  duties  of  center  personnel 
responsible  for  recordkeeping,  authorization, 
operation,  and  custodianship. 

B.  Seek  prompt  repayment  of  $4,334  in  financial  aid,  in 
accordance  with  federal  regulations. 


Cash  Accounts  Hdd 
Outside  the  State 
Treasury 


State  law  requires  agencies  to  deposit  all  moneys  in  the  state 
treasury  unless  formal  written  permission  is  obtained  from  the 
Department  of  Administration  to  allow  moneys  to  be  maintained 
outside  the  treasury.   If  a  need  exists  to  have  cash  readily  available 
to  conduct  day-to-day  operations,  the  Department  of  Administra- 
tion, Accounting  Bureau,  has  established  methods  and  policies  for 
providing  these  funds.   Three  types  of  cash  accounts,  considered  to 
be  outside  the  state  treasury  system,  include  imprest  cash  accounts, 
cash  change  accounts,  and  revolving  cash  accounts.   The  following 
sections  address  concerns  we  noted  relating  to  a  $300  imprest  and 
$500  change  fund  maintained  in  Great  Falls,  and  a  $35,000 
revolving  and  $1,000  change  fund  maintained  in  Havre. 


Imprest  Cash  Accounts 


An  imprest  cash  account  consists  of  cash  kept  on  the  premises  to 
be  used  for  relatively  small  purchases  where  immediate  cash 
payment  is  required.   At  June  30,  1995,  $540  is  accounted  for  on 
the  state's  financial  records  as  imprest  cash  accounts  for  MSU- 
Northem.  However,  we  identified  cash  accounts  maintained  at 
MSU-Northem  in  Great  Falls  (center)  that  are  not  recorded  on 
MSU-Northera's  financial  records  as  imprest  cash  accounts  even 
though  they  are  used  as  such. 

While  visiting  the  center,  we  determined  the  Great  Falls  business 
office  maintains  $300  as  an  imprest  fund.  This  $300  is  recorded 
on  the  state's  accounting  records  as  a  cash  change  fund;  however, 
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the  center  uses  the  fund  to  pay  for  small  purchases  such  as  coffee 
and  postage.   We  identified  several  instances  of  non-compliance 
with  state  policy  regarding  the  use  of  this  cash  account.   State 
policy  requires  the  following  for  imprest  cash  accounts. 

Formal  written  approval  from  the  Department  of 
Administration  is  required  to  establish  an  imprest  cash 
account.   We  could  not  find  documentation  authorizing  the 
use  of  $300  as  an  imprest  cash  account. 

Monthly  replenishment  to  an  imprest  cash  account  is  required, 
at  a  minimum.    We  reviewed  reimbursement  for  receipts 
dating  back  to  February  9,  1995,  not  requested  until  April  6, 
1995.   Policy  states  the  amount  of  money  kept  outside  the 
treasury  be  kept  at  a  minimum  because  of  potential  loss  of 
control  and  loss  of  investment  earnings.   This  two  month 
replenishment  only  totalled  less  than  40  percent  of  the 
account's  total  amount. 

An  imprest  cash  account  must  be  physically  segregated  so  that 
the  accountability  can  be  ascertained.   When  we  performed 
the  imprest  cash  count,  cash  was  commingled  between  the 
imprest  account  and  a  cash  change  fund. 

—      An  imprest  cash  account  is  defined  as  money  to  make  small 
purchases.   We  identified  an  employee's  personal  check  held 
as  a  reconciling  item  to  make  the  imprest  account  total  its 
authorized  amount.   The  check  was  never  cashed,  rather,  it 
was  later  exchanged  for  cash.   This  apparent  loan  does  not 
meet  the  criteria  for  use  of  an  imprest  fund. 

A  monthly  count  of  imprest  cash  performed  by  a  person 
separate  from  operations  is  mandatory  for  accounts  greater 
than  $100.   Documented  counts  must  be  maintained  by  the 
agency.   We  found  no  documentation  indicating  monthly  cash 
counts  occurred  at  the  center. 

State  policy  requires  an  agency  to  maintain  written  operating 
procedures  describing  the  daily  use  of  the  imprest  cash  account, 
including  replenishing  and  reconciliation  procedures.   We  found  no 
documentation  of  such  procedures.   Written  operating  procedures 
serve  as  guidelines  for  management  of  the  account  and  could 
mitigate  the  instances  of  noncompliance  noted  above. 
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Recommendation  #B-2 

We  recommend  MSU-Northem  comply  with  state  account- 
ing law  and  policy  regarding  imprest  cash  accounts. 


Cash  Change  Funds  A  cash  change  account  consists  of  money  withdrawn  from  the  state 

treasury  to  be  used  to  provide  change  needed  to  conduct  cashiering 
or  similar  operations.   The  authorized  amount  remains  fixed  at  all 
times  and  should  never  be  used  to  make  purchases.   At  June  30, 
1995,  $12,985  is  recorded  on  MSU-Northern's  financial  records  as 
cash  change  accounts.   Cash  kept  at  MSU-Northern  in  Great  Falls 
is  included  in  this  amount.   While  visiting  the  Great  Falls  center  in 
April  1995,  we  identified  $2,000  used  as  a  cash  change  fund, 
primarily  during  registration.   Center  personnel  said  $1,500  of  the 
change  fund  was  brought  down  from  MSU-Northem,  during 
January  1994  registration.   The  money  had  remained  since. 
Subsequent  to  our  visit,  the  $1,500  was  deposited  into  the  state 
treasury,  reducing  the  center's  change  fiind  to  $500. 

We  identified  instances  of  noncompliance  with  state  policy 
regarding  the  cash  change  fund.   State  policy  expressly  prohibits 
purchases  from  a  cash  change  fund.   We  identified  an  instance 
where  the  cash  change  fund  was  used  to  replenish  the  imprest  cash 
account  for  $118.   This  disbursement  violates  a  change  fund's  basic 
purpose.   In  addition,  policy  requires  that  for  every  day  a  cash 
change  fiind  is  in  use,  a  formal  reconciliation  is  to  be  performed 
prior  to  the  end  of  the  day.   We  determined  the  fund  was  only 
reconciled  on  the  day  of  a  deposit,  sometimes  weekly.   A  cash 
change  fund  should  be  physically  segregated;  however,  we 
observed  it  commingled  with  imprest  cash. 
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Recommendation  #B-3 

We  recommend  MSU-Northmi  comply  with  state  account- 
ing law  and  policy  for  its  cash  change  accounts. 


Revolving  Cash  Accounts  A  revolving  cash  account  consists  of  moneys  withdrawn  from  the 

state  treasury  to  establish  a  local  checking  account  to  be  used  when 
a  need  exists  to  have  cash  readily  available  to  conduct  day-to-day 
operations  and  when  timing  needs  cannot  be  met  by  the  state 
warrant  system.   MSU-Northem  maintains  a  $35,000  revolving 
cash  account.   During  our  review  of  procedures  relating  to  the 
account,  we  determined  controls  could  be  strengthened.   The 
payroll  technician  authorizes  payment  from  the  revolving  account. 
This  individual  is  also  authorized  to  sign  checks  on  the  account.   In 
addition,  the  controller  is  authorized  to  sign  the  revolving  account 
checks,  and  also  has  access  to  the  blank  check  stock. 

State  policy  recommends  custody  of  checks  be  limited  to 
individuals  authorized  to  prepare  the  checks.   In  addition,  it  is 
recommended  to  have  someone  other  than  the  custodian  sign  the 
checks. 

MSU-Northem's  written  operating  procedures  for  revolving  cash 
accounts  reference  procedures  which  are  consistent  with  state 
policy.   Therefore,  by  following  its  own  administrative  policies, 
MSU-Northem  would  comply  with  state  policy  for  proper 
separation  of  duties. 


Recommendation  #fr4 

We  recommend  MSU-Northem  separate  incompatible 
responsibilities  as  they  relate  to  its  revolving  cash  account. 
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Excessive  Balances  in  Non- 
Treasury  Cash  Accounts 


During  our  review  of  MSU-Northern's  cash  accounts,  we 
determined  the  balances  of  certain  accounts  may  be  excessive  based 
on  MSU-Northern's  needs. 


MSU-Northem  in  Great  Falls  (center)  maintains  $800  cash  on  the 
premises.   The  center  uses  the  cash  as  an  imprest  cash  account 
($300)  and  a  change  fund  ($500).   We  reviewed  the  reimburse- 
ments to  the  imprest  account  and  determined,  based  on  the  amount 
of  reimbursement,  that  the  $300  authorized  amount  is  excessive. 
During  fiscal  year  1994-95,  three  reimbursements  were  made  to 
replenish  the  account.   The  largest  reimbursement  was  for  $169. 
Center  personnel  indicated  the  amount  increased  from  $200  to  $300 
when  the  cash  previously  kept  at  MSU-Northern's  office  at 
Malmstrom  Air  Force  Base  was  decreased  to  zero.   Instead  of 
depositing  the  cash  into  the  treasury,  the  center's  imprest  fund  was 
increased. 

We  also  determined  the  center's  cash  change  account  is  excessive. 
The  fiind  is  used  to  cash  personal  checks  and  provide  change  to 
students.   Center  personnel  said  that  sometimes  students  want  to 
cash  their  fmancial  aid  checks  through  the  office  so  the  $500  is 
needed. 

MSU-Northem  also  maintains  a  $1,000  cash  change  fund  in  its 
bookstore  in  Havre.   Each  day  cash  totalling  $275  is  kept  in  the 
cash  register,  while  the  remaining  cash  is  kept  in  the  vault. 
Bookstore  personnel  explained  that  two  other  school  organizations 
each  have  separate  cash  change  funds.   Sometimes  these 
organizations  request  the  bookstore's  assistance  in  providing  the 
proper  composition  of  change  for  its  fiinds.  The  cash  in  the  vault 
is  used  to  make  that  change.   However,  the  combined  total  of  the 
two  other  change  funds  is  $300.   The  cash  kept  in  the  bookstore 
vault  totals  $725.   MSU-Northem  personnel  should  reduce  the 
bookstore  cash  change  fund  to  an  appropriate  level  based  on  need. 

State  policy  requires  that  in  the  interest  of  internal  control  and 
effective  cash  management,  the  maximum  amount  of  a  cash  change 
account  or  imprest  cash  account  shall  be  that  which  is  sufficient  to 
satisfy  demonstrated  needs. 
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Recommendation  #B-5 

We  recommend  MSU-Northem  review  its  non-treasm^ 
cash  account  balances  and  ensure  each  is  limited  to  its 
demonstrated  need. 


Timeliness  of  Deposits  During  our  visits  to  the  Great  Falls  center,  both  in  April  and  again 

in  October  1995,  we  determined  receipts  are  not  deposited  timely 
in  accordance  with  state  law.   We  identified  instances  where 
student's  checks  for  tuition,  fees,  and  school  supplies  were  held  for 
over  a  week  prior  to  deposit.   For  example,  collections  on  April  17 
and  18,  1995  totalled  $1,006.   These  collections  were  not  deposited 
until  April  24,  1995.   Reconciling  items  to  the  October  23,  1995 
cash  change  fund  balance  included  $1,337  of  collections  dating 
back  to  October  10,  1995.   The  deposit  was  made  October  25, 
1995. 

State  law  requires  money  to  be  deposited  each  day  when  the 
accumulated  amount  of  coin  and  currency  exceeds  $100  or  when 
total  collections  exceed  $500.  All  collections  are  to  be  deposited  at 
least  weekly,  regardless  of  amount.    Center  personnel  indicated 
they  were  unaware  of  the  state  depositing  requirements. 

We  also  noted  instances  of  untimely  deposit  of  collections  for 
classes  held  at  Malmstrom  Air  Force  Base  (MAFB).   Prior  to 
termination  of  MAFB  classes  in  May  1995,  checks  for  the  amount 
of  fees  were  collected  at  MAFB  for  classes  attended  on  the  base. 
A  temporary  receipt  was  issued,  and  the  collection  and  a  copy  of 
the  receipt  were  delivered  to  the  center.   Center  personnel  would 
then  prepare  an  official  receipt  and  include  the  collections  in  a 
deposit.   We  identified  instances  when  more  than  a  week  had 
passed  from  the  date  of  receipt  to  the  date  of  deposit. 

The  school's  Montana  environmental  training  center  (METC)  is 
another  cash  collection  point  at  the  Great  Falls  center.   METC 
personnel  collect  fees  for  the  classes  it  provides.   Rather  than 
directly  depositing  the  fees  in  the  state  treasury,  via  the  local  state 
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approved  bank,  METC  personnel  mail  a  money  order  to  Havre  for 
deposit  in  the  treasury.  METC  personnel  said  they  were  thinking 
of  setting  up  a  system  to  deposit  into  a  local  bank.  An  account  is 
already  established  at  a  local  Great  Falls  bank  for  MSU-Northern 
and  is  used  by  the  center  business  office.  The  METC  and  center 
business  office  in  Great  Falls  should  coordinate  their  efforts  to 
ensure  timely  deposit  of  funds. 


Recomincndation  #B-6 

We  recommend  MSU-Northem: 

A.  Communicate  deposit  requirements  to  appropriate 
personnel. 

B.  Deposit  collections  in  accordance  with  state  law. 


Non-Treasury  Checking  MSU-Northem  maintains  two  local  checking  accounts  for  the 

Accounts  purpose  of  depositing  the  collection  of  student  loan  payments  which 

are  subsequently  wire  transferred  into  the  state  treasury. 

The  National  Direct  Student  Loan  (NDSL-Perkins)  and  die  Nursing 
Student  Loan  programs  each  use  a  local  checking  account.   These 
checking  accounts  were  established  to  allow  the  service 
organization  collecting  student  loan  payments,  to  wire  transfer  the 
collections  to  MSU-Northem. 

State  policy  defines  a  custodian  cash  account  as  money  held  in  a 
local  checking  account  for  individuals  or  organizations  where  the 
moneys  are  held  for  the  benefit  of  others  and  not  used  for  support 
of  the  agency. 

Although  state  law  and  policy  allows  the  establishment  of  custodian 
accounts,  the  agency  is  still  responsible  for  obtaining  formal 
approval  from  the  Department  of  Administration  to  maintain  the 
accounts. 
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MSU-Northem  personnel  said  the  use  of  the  local  accounts  is  the 
method  set  up  when  MSU-Northem  started  electronic  fund 
transfers.   Personnel  agree  that  approval  should  be  obtained. 


Recominendation  #B-7 

We  recommend  NfSU-Northem  obtain  formal  approval  for 
its  local  checking  accounts  for  the  NDSL-Perkins  and 
Nursing  Student  Loan  programs. 


Accounting  Issues 


During  our  audit,  we  noted  areas  where  MSU-Northem  can 
improve  its  recording  of  information  on  the  state's  accounting 
records.   The  Statewide  Budgeting  and  Accounting  System  (SBAS) 
is  MSU-Northera's  primary  accounting  records.   Section  17-1-102, 
MCA,  requires  all  necessary  transactions  be  input  to  SBAS,  in 
order  to  present  the  receipt,  use,  and  disposition  of  all  money  and 
property  for  which  an  agency  is  accountable,  in  accordance  with 
generally  accepted  accounting  principles  (GAAP).   During  our 
testing  we  noted  the  following  instances  where  the  accounting 
records  did  not  properly  classify  financial  activity. 


Recording  Error 


At  fiscal  year-end  1994-95,  MSU-Northera  moved  $55,990  of 
expenditures  from  the  Great  Falls  Center  SBAS  account  to  the 
Housing  and  Dining  System  SBAS  account.   As  a  result,  the  cost 
of  operations  of  the  Housing  and  Dining  System  and  the  Great 
Falls  Center  are  not  properly  reflected  on  the  state's  accounting 
system. 


MSU-Northem  personnel  explained  that  the  Series  1994C  bond 
indenture  allows  the  use  of  excess  revenue  from  the  Housing  and 
Dining  System  for  other  operations  after  bond  requirements  are 
met.   Rather  than  transferring  the  excess  revenues  to  the  Great 
Falls  Center  account  to  help  support  operations,  expenditures  were 
moved  into  the  Housing  and  Dining  account.   MSU-Northem 
personnel  acknowledged  they  are  still  leaming  how  to  properly 
record  these  types  of  transactions.   MSU-Northem  should  have 
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recorded  the  excess  revenues  as  a  transfer  of  funds  to  properly 
disclose  the  cost  of  operations  of  each  program  on  the  state's 
accounting  records. 


Recharge  Centers 


MSU-Northern  has  central  accounts  called  recharge  centers  where 
costs  for  shared  services  such  as  photocopying  and  computer 
services  are  tracked  throughout  the  year.   At  the  end  of  the  fiscal 
year,  the  financial  statements  are  adjusted  to  show  the  recharge 
center  expenditures  in  the  appropriate  program.    MSU-Northern 
would  not  have  to  adjust  its  financial  statements  if  the  allocation  of 
the  recharge  expenditures  was  made  on  the  state's  accounting 
records  by  fiscal  year-end.   While  the  financial  statements  are 
correct,  the  state's  accounting  records  are  not.   SBAS  financial 
information  for  MSU-Northern  is  used  by  the  university  system, 
regents,  legislators,  and  others  to  manage  and  establish  funding 
levels  for  MSU-Northern.   The  state's  accounting  records  show  all 
of  the  recharge  expenditures  in  the  recharge  services  program  with- 
in the  Designated  Fund.   Recharge  expenditures  totalled  $329,787 
and  $458,842  in  fiscal  years  1993-94  and  1994-95,  respectively. 
The  financial  statements  correctly  show  these  expenditures  in  the 
Designated  Fund  as  $153,414  and  $212,442  in  student  services  and 
$176,373  and  $246,400  in  institutional  support  programs  in  fiscal 
years  1993-94  and  1994-95,  respectively. 


MSU-Northern  personnel  stated  they  never  thought  about  making 
the  allocation  on  the  state's  accounting  system  before  fiscal  year- 
end.   They  indicated  they  would  do  this  when  they  covert  to  MSU- 
Bozeman's  accounting  system  in  fiscal  year  1996-97.   However,  to 
ensure  the  accounting  records  comply  with  state  law,  this  allocation 
should  be  recorded  on  the  accounting  records  by  fiscal  year-end. 


Revenue  Classiflcations  on 
SBAS  do  not  Agree  to  the 
Financial  Statements 


MSU-Northern's  financial  statements  are  prepared  directly  from 
SBAS.   We  noted  some  of  the  revenues  are  rolled  into  different 
classifications  on  the  financial  statements  than  what  is  recorded  on 
SBAS.   MSU-Northern  personnel  indicated  that  classifying  revenue 
sources  on  SBAS  has  evolved  over  the  years  to  follow  the 
University  System  Accounting  Manual.   When  financial  statements 
are  prepared,  the  revenue  sources  are  reviewed  and  classified 
appropriately  on  the  financial  statements.   MSU-Northern  would 
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not  have  to  adjust  its  financial  statements  if  the  revenue  sources 
were  properly  classified  on  the  state's  accounting  records. 


Misclassiflcation  of 
Accounts 


While  intending  to  correct  various  transactions  during  the  1994-95 
fiscal  year-end  period,  MSU-Northern  mistakenly  established 
accounts  receivables  and  payables  that  should  not  exist.    MSU- 
Northem  personnel  agree  the  documents  were  not  properly  coded 
for  the  fiscal  year-end  period.   As  a  result,  the  state's  accounting 
system  was  misstated  as  follows: 


Current  Unrestricted  Fund 
Current  Restricted  Fund 
Agency  Fund 


Accounts 

Receivable 

Overstatement 

$1,663,391 

$35,000 

$642,000 


Accounts 
Payable 
Overstatement 

$1,655,953 

$42,438 

$642,000 


The  financial  statements  have  been  adjusted  and  properly  reflect 
accounts  receivable  and  accounts  payable. 


Recommendation  #B^ 

We  recommend  MSU-Northem  record  financial  activi^  on 
the  state's  accounting  system  in  the  appropriate  account, 
program,  and  classification  in  accordance  with  state  law. 
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Montana 

Legislative  Legislative  Audit  Division 

DtanCn  Scott  A.  Seacat,  Legislative  Auditor 


INDEPENDENT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Balance  Sheet  of  Montana  State  University  - 
Northern,  a  component  unit  of  the  state  of  Montana,  as  of  June  30,  1995,  and  the  related 
Statements  of  Changes  in  Fund  Balances  and  the  Statements  of  Current  Fund  Revenues, 
Expenditures,  and  Other  Changes  for  each  of  the  two  fiscal  years  then  ended.  These 
financial  statements  are  the  responsibility  of  Montana  State  University  -  Northern's 
management.   Our  responsibility  is  to  express  an  opinion  on  these  financial  statements 
based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards. 
Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance 
about  whether  the  financial  statements  are  free  of  material  misstatement.   An  audit 
includes  examining,  on  a  test  basis,  evidence  supporting  the  amounts  and  disclosures  in  the 
financial  statements.   An  audit  also  includes  assessing  the  accounting  principles  used  and 
significant  estimates  made  by  management,  as  well  as  evaluating  the  overall  financial 
statement  presentation.   We  believe  that  our  audit  provides  a  reasonable  basis  for  our 
opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in  all 
material  respects,  the  financial  position  of  Montana  State  University  -  Northern  as  of 
June  30,  1995,  and  the  changes  in  fund  balances  and  the  current  fund  revenues, 
expenditures,  and  other  changes  for  the  two  fiscal  years  then  ended  in  conformity  with 
generally  accepted  accounting  principles. 


Respectfully  submitted, 

James  Gillett,  CPA 
Deputy  Legislative  Auditor 


November  7,  1995 
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MONTANA  STATE  UNIVERSITY  -  NORTHERN 

(A  COMPONENT  UNIT  OF  THE  STATE  OF  MONTANA) 

BALANCE  SHEET 

JUNE  30,  1995 


CURRENT  FUNDS 


Unrestricted 


Restricted 


ASSETS 


TOTAL  ASSETS 


LIABILITIES 


Accounts  Payable 
Property  Held  for  Others 
Advance  Collections 
Bonds  Payable 
Notes  Payable 
Lease  Payable 
Compensated  Absences 

TOTAL  LIABILITIES 

FUND  BALANCE 

TOTAL  LIABIUTIES  AND  FUND  BALANCE 


$1,719,615 


776,644 


$2,155,317 

(435,702) 

$1,719,615 


$175,330 


$809,871 

$89,433 

24,095 

544,707 

24,885 

The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 


LOAN 
FUNDS 


Cash 

$453,320 

$23,475 

$46,883 

Receivables 

699,219 

53,687 

18,355 

Less:  Allowance  for 

Uncollectible  Accounts 

(29,696) 

Loans  to  Students 

3,894,122 

Less:  Loan  Principal  Collected 

(2,156,442) 

Loan  Cancellations 

(536,471) 

Allowance  for  Doubtful  Loans 

(5,306) 

Due  from  Federal  Govemment 

98,168 

Investments 

168,800 

112,700 

Inventories 

270,777 

Prepaid  Expenses 

157,195 

Construction  Work  In  Progress 

Land 

Improvements 

Buildings 

Equipment 

Library  Books 

$1,373,841 


$440 


$114,318 

$440 

61,012 

1 ,373,401 

$175,330 

$1 ,373,841 
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ENDOWMENT 
FUNDS 

Unexpended 

Renewal  & 
Replacement 

Retirement  of 
Indebtedness 

Investment 
In  Plant 

AGENCY 
FUNDS 

18 

$4,233 
26,867 

$1,260 

$331 
19,445 

$143,403 
17,316 

$101,092 

1,160,910 

11,100 
333,382 

180,613 

1,937 

$470,449 

149,200 

11,896,847 

4,139,108 

1,166,811 

32,188 
7,000 

$21,713 

$17,822,415 

$101,110 

$1,536,492 

$181,873 

$199,907 

$133,743 

19,152 
1,284,498 

$19,273 

$1,535,502 
986,755 
167,494 

$120,962 
78,945 

$0 

$1 ,437,393 

$0 

$199,907 

$1 9,273 

$2,689,751 

101,110 

99,099 

181,873 

2,440 

15,132,664 

0 

$101,110 

$1  536  492 

$181,873 

$21,713 

$17,822,415 

$199,907 
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MONTANA  STATE  UNIVERSITY  -  NORTHERN 
(A  COMPONENT  UNIT  OF  THE  STATE  OF  MONTANA) 
STATEMENT  OF  CHANGES  IN  FUND  BALANCES 
FISCAL  YEAR  ENDED  JUNE  30,  1995 


CURRENT  FUNDS 


LOAN 

iili^riestiiited  .,  I 

Beitiiiiiii 

FUNDS 

$4,232,163 

REVENUES  AND  OTHER  ADDITIONS 

Tuition  and  Fees 

State  Appropriations 
Federal  Grants  and  Contracts 

6,298,340 

$2,811,074 

$107,033 

State  Grants  and  Contracts 

54,612 

21,339 

Private  Gifts  and  Grants 

437,470 

31 ,684 

Investment  Income 

18,497 

7,499 

4,610 

Interest  on  Loans  Receivable 

22,145 

Sales  of  Designated  Services 
Sales  of  Auxiliary  Enterprises 
Indirect  Cost  Recoveries 

321,918 

1 ,959,736 

94,873 

Investment  in  Plant  Facilities 

Retirement  of  Indebtedness 

Other 

10,834 

3,639 

TOTAL  REVENUES  AND  ADDITIONS 

$12,990,973 

$3,277,382 

$169,111 

1  EXPENDITURES  AND  OTHER  DEDUCTIONS    | 

Educational  and  General 

10,475,911 

3,293,902 

12,796 

Auxiliary  Enterprises 
Loan  Cancellations 

2,214,969 

12,642 

Administrative  and  Collection  Costs 

23,174 

Expended  for  Plant  Facilities 
Retirement  of  Indebtedness 
Interest  on  Indebtedness 
Other 

TOTAL  EXPENDITURES  AND  DEDUCTIONS 


$12,690,880 


$3,293,902 


[TRANSFERS  -  ADDITIONS  (DEDUCTIONS) 


Mandatory  Transfers 

Nonmandatory  Transfers 

Equity  Transfers  -  Net  Investment  in  Plant 

TOTAL  TRANSFERS 

NET  INCR  (DECR)  IN  FUND  BALANCE 

BEGINNING  FUND  BALANCE 
ADJUSTMENTS 

ADJUSTED  BEGINNING  FUND  BALANCE 

ENDING  FUND  BALANCE 


($165,000) 
(125,125) 


($290,125) 
$9,968 
(445,670) 


$0 

($16,520) 
77,532 


(445,670) 
($435,702) 


77,532 
$61,012 


$48,612 


$0 

$120,499 

1 ,276,243 
(23,341) 


1,252,902 
$1,373,401 


The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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ENDOWMENT 
FUNDS 


;','.'A'AM.M.;.;.;.?w;.;.;.;.|A 


Unexpended   ,    Replacement   ;  Indebtedness    i       In  Pian t 


$138,975 
25,914 


399 


59,870 


$5,612 


$2,105 


410,463 


1,833 

$7,445 


100,652 
$102,757 


$365,704 
614,928 


$399 


$635,222 
224,659 


$980,632 


365,203 

920 

150,711 

276,441 

3,285 

1,105,188 

^Ti 

(tc^no  QRO 

$920 

$430,437 

$1,105,188 

(18,567) 

32,823 

(1 ,355,959) 

(338,571) 

183,567 
92,302 

1 ,694,530 

$0 

($1 ,341 ,703) 

($338,571) 

$275,869 

$1,694,530 

$399 
100,711 

($1,296,343) 
1,395,442 

($332,046) 
513,919 

($51,811) 
54,251 

$1,569,974 
13,562,690 

100,711 

1,395,442 

513,919 

54,251 

13,562,690 

<tH  n-1  -i  A  r\ 

<tQn  r\oo 

<C-4Q^  Q"70 

$2,440 

$15,132,664 

3)101,1 10 

3)99  ,uyy 

3)1o1  ,o7d 
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MONTANA  STATE  UNIVERSITY  -  NORTHERN 

(A  COMPONENT  UNIT  OF  THE  STATE  OF  MONTANA) 

STATEMENT  OF  CURRENT  FUND  REVENUES.  EXPENDITURES,  AND  OTHER  CHANGES 

FISCAL  YEAR  ENDED  JUNE  30,  1995 


CURRENT  FUNDS 


REVENUES: 


Tuition  and  Fees 
State  Appropriations 
Federal  Grants  and  Contracts 
State  Grants  and  Contracts 
Private  Gifts  and  Grants 
Investment  Income 
Sales  of  Designated  Services 
Sales  of  Auxiliary  Enterprises 
Indirect  Cost  Recoveries 
Other  Sources 


TOTAL 

Unrestricted 

Restricted 

$4,232,163 

$4,232,163 

6,298,340 

6,298,340 

$2,811,074 

2,811,074 

54,612 

21,339 

75,951 

437,470 

437,470 

18,497 

7,499 

25,996 

321,918 

321,918 

1 ,959,736 

1,959,736 

94,873 

94,873 

10,834 

10,834 

TOTAL  REVENUES 


$12.990.973 


$3.277.382 


$16.268.355 


EXPENDITURES: 


Educational  and  General  Funds: 
Instruction 
Public  Service 
Academic  Support 
Student  Services 
Institutional  Support 
Operation  and  Maintenance  of  Plant 
Scholarships  and  Fellowships 

Educational  and  General  Total 

Auxiliary  Enterprises: 
Expenditures 
Mandatory  Transfers 

Auxiliary  Enterprises  Total 

TOTAL  EXPENDITURES  AND  TRANSFERS 


$5,053,197 

$316,211 

$5,369,408 

152,042 

129,655 

281 ,697 

837,978 

212,295 

1,050,273 

1,346,257 

856,575 

2,202,832 

1,162,252 

1,162,252 

1 ,349,641 

565 

1,350,206 

479,001 

1 ,771 ,998 

2,250,999 

$10,380,368 

$3,287,299 

$13,667,667 

$2,202,476 

$2,202,476 

165,000 

165,000 

$2,367,476 
$12.747.844" 


$3.287.299 


$2,367,476 
$16.035.143 


OTHER  TRANSFERS  AND  ADDITIONS  (DEDUCTIONS)j 

Prior  Year  Adjustments  ($108,034) 

Nonmandatory  Transfers  (1 25,1 25) 

TOTAL  OTHER  TRANSFERS  AND  ADDITIONS  ($233.159) 


($6,603) 


($6.603) 


($114,637) 
(125,125) 

($239.762) 


NET  INCREASE  (DECREASE)  IN  FUND  BALANCE 


$9.970 


($16.520) 


($6.550) 


The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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MONTANA  STATE  UNIVERSITY  -  NORTHERN 
(A  COMPONENT  UNIT  OF  THE  STATE  OF  MONTANA) 
STATEMENT  OF  CHANGES  IN  FUND  BALANCES 
FISCAL  YEAR  ENDED  JUNE  30,  1994 


REVENUES  AND  OTHER  ADDITIONS 


Tuition  and  Fees 
State  Appropriations 
Federal  Grants  and  Contracts 
State  Grants  and  Contracts 
Private  Gifts  and  Grants 
Investment  Income 
Interest  on  Loans  Receivable 
Sales  of  Designated  Services 
Sales  of  Auxiliary  Enterprises 
Indirect  Cost  Recoveries 
Investment  in  Plant  Facilities 
Retirement  of  Indebtedness 
Other 

TOTAL  REVENUES  AND  ADDITIONS 

I  EXPENDITURES  AND  OTHER  DEDUCTIONS    | 
Educational  and  General 
Auxiliary  Enterprises 
Loan  Cancellations 
Administrative  and  Collection  Costs 
Expended  for  Plant  Facilities 
Retirement  of  Indebtedness 
Interest  on  Indebtedness 
Other 

TOTAL  EXPENDITURES  AND  DEDUCTIONS 

I  TRANSFERS  -  ADDITIONS  (DEDUCTIONS)  | 

Mandatory  Transfers 
Nonmandatory  Transfers 


TOTAL  TRANSFERS 

NET  INCR  (DECR)  IN  FUND  BALANCE 

BEGINNING  FUND  BALANCE 
ADJUSTMENTS 

ADJUSTED  BEGINNING  FUND  BALANCE 

ENDING  FUND  BALANCE 


CURRENT  FUNDS 


Unmsiirlcted       Restricted 


10,152,393 
2,243,390 


$12,395,783 


($170,318) 
(56,553) 


($226,871) 

($149,842) 

(295,828) 


(295,828) 
($445,670) 


3,345,272 


$3,345,272 


$0 

$77,532 

0 


0 
$77,532 


LOAN 
FUNDS 


$3,732,529 

6,256,814 

$2,898,232 

$102,928 

29,425 

73,340 

451,004 

16,575 

6,866 

228 

2,759 
24,986 

342,248 

2,011,350 

86,348 

7,232 

4,107 

$12,472,812 

$3,422,804 

$151,355 

36,407 
18,297 


3,296 

$58,000 


$0 

$93,355 


1,183,138 
(250) 


1,182,888 
$1,276,243 


The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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PLANT  FUNDS 


ENDOWMENT    ~------  Renewal  &        R^iiirement  of   T    investmerif 

FUNDS         i     Unexpended   j    Replacement  ,  intM^tedness   la:,:^:^:^:^:^:^^ 


$140,291 
55,373 


8,661        $11,114        $11,206 


635,578        157,500       1,401,392        $92,952 

45,933 


$0  $839,903  $168,614  $1,412,598  $138,885 

128,954 


20,259 
8,202 

5,581 
52 

30,952 

1,446,251 

121,089 

125,770 

825,832 

$0 

$157,415 

$5,633 

«1  lOA  nRO 

ItQOC  QQO 

(6,000) 
28,208 

(1,855) 

176,318 
30,200 

$0 

$22,208 

($1,855) 

$206,518 

$0 

$0 

100,711 

$704,696 

765,746 
(75,000) 

$161,126 

412,007 
(59,214) 

($104,946) 

178,219 
(19,022) 

($686,947) 
14,249,637 

100,711 

690,746 

352,793 

159,197 

14,249,637 

$513,919 

$54,251 

$100,711 

$1 ,395,442 

$13,562,690 
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MONTANA  STATE  UNIVERSITY  -  NORTHERN 

(A  COMPONENT  UNIT  OF  THE  STATE  OF  MONTANA) 

STATEMENT  OF  CURRENT  FUND  REVENUES,  EXPENDITURES,  AND  OTHER  CHANGES 

FISCAL  YEAR  ENDED  JUNE  30,  1994 


CURRENT  FUNDS 


REVENUES: 


Tuition  and  Fees 
State  Appropriations 
Federal  Grants  and  Contracts 
State  Grants  and  Contracts 
Private  Gifts  and  Grants 
Investment  Income 
Sales  of  Designated  Services 
Sales  of  Auxiliary  Enterprises 
Indirect  Cost  Recoveries 
Otfier  Sources 

TOTAL  REVENUES 


Unrestricted 


$3,732,529 
6,256,814 

29,425 

6,866 

342,248 

2,011,350 

86,348 

7,232 

$12.472.812" 


Restricted 


$2,898,232 

73,340 

451,004 

228 


$3.422.804 


TOTAL 


$3,732,529 

6,256,814 

2,898,232 

102,765 

451 ,004 

7,094 

342,248 

2,011,350 

86,348 

7,232 

$15.895.616" 


EXPENDITURES: 


Educational  and  General  Funds: 
Instruction 
Public  Service 
Academic  Support 
Student  Services 
Institutional  Support 
Operation  and  Maintenance  of  Plant 
Scholarships  and  Fellowships 

Educational  and  General  Total 

Auxiliary  Enterprises: 
Expenditures 
Mandatory  Transfers 

Auxiliary  Enterprises  Total 

TOTAL  EXPENDITURES  AND  TRANSFERS 


$5,154,901 

$298,935 

$5,453,836 

113,508 

127,453 

240,961 

821 ,248 

202,899 

1,024,147 

1,231,431 

920,535 

2,151,966 

1 ,052,293 

150 

1,052,443 

1,371,157 

1,371,157 

433,893 

1,782,310 

2,216,203 

$10,178,431 

$3,332,282 

$13,510,713 

$2,243,390 

$2,243,390 

182,318 

182,318 

$2,425,708 
$12.604.139" 


$3.332.282 


$2,425,708 
$15.936.421" 


OTHER  TRANSFERS  AND  ADDITIONS  (DEDUCTIONS)  j 

Prior  Year  Adjustments 
Nonmandatory  Transfers 


TOTAL  OTHER  TRANSFERS  AND  ADDITIONS 


$26,038 
(44,553) 


($18.515) 


($12,990) 


($12.990) 


$13,048 
(44,553) 


($31.505) 


NET  INCREASE  (DECREASE)  IN  FUND  BALANCE 


($149.842) 


$77.532 


($72.310) 


The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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MONTANA  STATE  UNIVERSITY  -  NORTHERN 

NOTES  TO  FINANCIAL  STATEMENTS 

JUNE  30.  1995 


Note  1  -  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

Reporting  Entity 

In  January  1994,  the  Montana  Board  of  Regents  of  Higher  Education  approved 
the  restructuring  of  the  Montana  University  System,  As  part  of  that 
restructuring,  effective  July  1.  1994,  Montana  State  University  -  Bozeman  was 
given  administrative  oversight  of  Northern  Montana  College  and  the  name  of  the 
institution  was  changed  to  Montana  State  University  -  Northern  (MSU-Northern) . 
The  accompanying  financial  statements  represent  the  activities  of  MSU-Northern 
only  and  exclude  financial  activity  of  MSU-Bozeman. 

The  Montana  University  System  is  a  legal  and  financial  component  unit  of  the 
State  of  Montana  and  is  governed  by  the  Board  of  Regents  of  Higher  Education. 
Board  members  are  appointed  by  the  Governor. 

Montana  State  University  -  Northern  follows  the  standards  of  accounting  and 
reporting  as  described  by  National  Association  of  College  and  University  Business 
Officers  (NACUBO).  In  accordance  with  Governmental  Accounting  Standard  number 
15.  "Governmental  College  and  University  Accounting  and  Reporting  Models."  the 
University  has  adopted  the  American  Institute  of  Certified  Public  Accountants' 
(AICPA)  "College  Guide  Model." 

The  financial  statements  of  Montana  State  University  -  Northern  are  included 
as  a  component  unit  of  the  State  of  Montana  General  Purpose  Financial  Statements 
which  are  prepared  annually  and  presented  in  the  Montana  Comprehensive  Annual 
Financial  Report. 

Accrual  Basis 

The  financial  statements  have  been  prepared  on  the  full  accrual  basis  in 
accordance  with  generally  accepted  accounting  principles  for  colleges  and 
universities.  The  statement  of  current  fund  revenues,  expenditures,  and  other 
changes  Is  a  statement  of  financial  activities  of  current  funds  related  to  the 
current  reporting  period.  It  does  not  purport  to  present  the  results  of 
operations  or  the  net  income  or  loss  for  the  period  as  would  a  statement  of 
Income  or  a  statement  of  revenues  and  expenses. 

To  the  extent  that  current  funds  are  used  to  finance  plant  assets,  the 
amounts  so  provided  are  accounted  for  as:  1)  expenditures,  in  the  case  of  normal 
replacement  of  movable  equipment;  2)  mandatory  transfers,  in  the  case  of  required 
provisions  of  debt  amortization  and  interest:  and  3)  transfers  of  a  nonmandatory 
nature  in  all  other  cases. 

Fund  balance  for  the  current  unrestricted  fund  includes  the  unfunded 
liability  of  $776,644  for  compensated  absences  payable. 
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Fund  Accounting 

The  accounts  of  the  university  are  maintained  in  accordance  with  the 
principles  of  fund  accounting  wherein  resources  are  classified  for  accounting 
purposes  into  funds  that  are  identified  by  the  limitations  and  restrictions 
placed  on  their  use.  Separate  accounts  are  maintained  for  each  fund:  however, 
in  the  accompanying  financial  statements,  funds  that  have  similar  characteristics 
have  been  combined  into  fund  groups.  Accordingly,  all  financial  transactions 
have  been  recorded  and  reported  by  fund  group; 

Current  funds  -  include  all  unrestricted  and  restricted  resources  which 
are  available  for  support  of  operations.  Funds  included  in  this 
classification  consist  of: 

Generating  Operating  funds  -  funds  used  to  account  for  transactions 
relating  to  the  educational  and  general  operations  of  the 
University. 

Designated  funds  -  funds  used  to  account  for  educational  related  and 
chargeback  activities  which  are  essentially  self  supporting. 
Resources  in  this  fund  group  have  been  designated  for  specific 
purposes  by  the  University. 

Auxiliary  funds  -  funds  used  to  account  for  transactions  of 
substantially  self-supporting  activities  that  primarily  provide 
services  for  students,  faculty  and  staff.  Auxiliary  enterprises 
Include,  but  are  not  limited  to.  student  housing,  bookstore  and  food 
services. 

Restricted  funds  -  funds  used  to  account  for  current  funds  expended 
for  operating  purposes  but  restricted  by  donors  or  other  outside 
agencies  as  to  how  they  may  be  spent. 

Loan  funds  -  include  amounts  received  from  donors,  governmental  agencies 
and  mandatory  institutional  matching  grants  which  are  restricted  for  use 
in  making  loans  to  students. 

Endowment  funds  -  include  amounts  which  are  subject  to  specific  donor  or 
other  outside  agency  restrictions  prohibiting  the  expenditure  of  the 
principal.  Generally,  the  principal  is  to  be  maintained  in  perpetuity  and 
invested  to  produce  income.  The  income  is  used  for  student  scholarships 
based  upon  the  donor's  instruction. 

Plant  funds  -  are  separated  into  four  distinct  subgroups  with  self- 
balancing  accounts: 

Unexpended  -  utilized  for  acquisition  of  long-term  institutional 
assets. 

Renewal  and  Replacement  -  utilized  for  maintenance  of  long-term 
institutional  assets. 
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Retirement  of  Indebtedness  -  utilized  for  debt  service  charges  and 
retirement  of  Indebtedness  on  long-term  Institutional  assets. 

Net  Investment  in  Plant  -  denotes  the  cost  of  long-term 
institutional  assets  and  associated  liabilities. 

Agency  funds  -  include  assets  held  by  the  institution  as  a  custodian  or 
fiscal  agent  for  other  organizations  or  individuals. 

Plant  Assets  and  Depreciation 

Investment  in  plant  represents  an  accumulation  of  the  cost  of  purchased- 
assets  net  of  trade-in  amounts.  Gifts  are  recorded  at  market  value  when 
received.  Buildings  are  recorded  at  historically  based  appraisal  values  with 
subsequent  additions  at  cost.  Assets  purchased  are  recorded  as  expenditures  in 
the  various  funds  in  the  year  of  purchase.  Depreciation  on  physical  plant  and 
equipment  is  not  recorded. 

Investments 

All  gains  and  losses  from  the  sale  or  disposition  of  investments,  except  for 
income  derived  from  investments  of  endowment  fund  moneys,  are  recorded  as 
revenues  of  the  fund  in  which  the  investments  are  recorded.  Gains  and  losses  on 
endowment  investments  are  recorded  as  stipulated  by  restrictions  on  each 
endowment . 

Inventories 

Inventories  primarily  consist  of  textbooks  and  school  supplies  and  are 
valued  according  to  the  first  in  -  first  out  (FIFO)  basis  at  cost. 


Note  2  -  INVESTMENTS 

All  Investments  are  recorded  at  cost.  Investments  consist  primarily  of 
amounts  invested  through  the  Montana  State  Board  of  Investments  short-term 
investment  pool  and  by  a  bond  trustee  as  required  by  the  bond  indenture.  The 
university's  Endowment  Fund  principal  is  managed  by  the  Montana  State  University 
-  Northern  Development  Foundation.  Bond  trustee  investments  and  MSU-Northern 
Development  Foundation  investments  comprise  government  securities  that  are 
classified  in  risk  category  1.  Risk  category  1  includes  investments  that  are 
insured,  registered  or  uninsured,  unregistered  securities  held  by  the  state  or 
its  agent  in  the  state's  name.  For  all  investments  listed,  cost  approximates 
market  value  at  June  30,  1995.  Investments  owned  by  the  various  funds  at  June 
30,  1995  are  as  follows: 
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MT  Board  of 
Investments 

Bond 
Trustee 

MSU -NORTHERN 
Foundation 

$65,800 
103,000 

112,700 

3,612 

$97,480 

220,500 

25,000 

600 

$940,410 

155,613 

1,337 

32.188 

$  563,400 

$1,097,360 

$  97,480 

Current  Unrestricted  Funds: 
Designated 
Auxiliary 

Loan  Funds: 

Endowment  Funds: 

Plant  Funds: 

Unexpended  Plant 
Renewal  and  Replacement 
Retirement  of  Indebtedness 

Agency  Funds 

Total 


Note  3  -  BONDS  PAYABLE 

On  June  16.  1994,  Montana  State  University  (consisting  of  MSU-Bozeman,  MSU- 
Billings  and  MSU-Northern)  issued  Series  C  1994  Revenue  Bonds.  The  MSU-Northern 
share  of  the  bonds  issued  amounted  to  $2,890,000  with  an  interest  rate  of  3.3X 
graduating  to  5.75X.  $1,349,072  of  the  bond  proceeds  were  deposited  into  an 
irrevocable  trust  with  an  escrow  agent  to  advance  refund  the  Auxiliary  Facilities 
and  Student  Building  Fees  Revenue  Bonds  Series  A  1987  which  had  an  interest  rate 
ranging  from  IX  to  8.75^.  The  escrow  agent  invested  the  bond  proceeds  in  U.S. 
government  securities  until  the  bonds  maturing  on  and  after  October  1.  1998.  and 
December  15,  1998  are  redeemed  by  optional  redemption  on  October  1.  1997.  and 
June  15,  1998,  respectively.  The  outstanding  bonds  maturing  before  October  1. 
1997,  will  be  paid  by  the  escrow  agent  on  their  normal  payment  dates.  The 
advance  refunding  met  the  requirements  of  a  legal  defeasance  and  the  1987  Series 
A  Bond  liability  has  been  removed  from  the  University's  financial  records.  The 
purpose  of  the  refunding  was  to  take  advantage  of  savings  that  resulted  from 
lower  interest  rates.  The  advance  refunding  resulted  in  the  recognition  of  an 
accounting  loss  of  $94,072  for  the  fiscal  year  ending  June  30,  1994.  The 
economic  gain  calculated  using  an  effective  interest  rate  of  5.35^  is  $78,664. 
At  June  30.  1995,  the  principal  balance  of  the  defeased  bonds  is  $1,160,000. 

The  balance  of  the  bond  proceeds,  after  bond  issuance  costs,  will  be 
utilized  for  auxiliary  facilities  renovation  projects  in  the  amount  of 
$1,450,000.  The  Series  C  1994  Revenue  Bonds  are  payable  solely  from  auxiliary 
facilities  revenues,  student  fee  revenues,  and  earnings  from  investments  of 
certain  funds  and  accounts  created  under  the  bond  indenture. 

As  of  June  30,  1995,  the  university  had  $2,820,000  in  outstanding  revenue 
bonds  payable.  The  annual  debt  service  requirements  for  the  next  five  years, 
including  interest,  are  as  follows: 
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Fiscal  Year  Payment 

Ending  June  30  Amount 

1996  242.520 

1997  238,943 

1998  239,892 

1999  240.430 

2000  240.559 
2000-2015  3.462.301 

$  4,664,645 


Note  4  -  NOTES  PAYABLE 

INTERCAP  1s  a  Board  of  Investments  program  that  provides  loans  for  up  to  10 
years.  The  program  can  be  used  to  finance  vehicles,  equipment,  real  property 
Improvements  and  to  refinance  existing  contracts  which  originally  financed  these 
items.  The  program  has  been  in  place  since  1987  and  has  been  used  extensively 
by  Montana  cities,  towns,  counties  and  school  districts.  Legislation  passed  in 
the  1991  legislative  session  now  permits  the  Montana  University  System  to 
participate  in  the  Board  of  Investments  INTERCAP  program. 

INTERCAP  loans  bear  a  variable  Interest  rate  which  adjusts  each  March  1. 
The  average  rate  over  the  life  of  the  program  has  been  approximately  6.2^.  There 
is  a  loan  commitment  fee  .5^  of  the  loan  amount.  A  1.5^  discount  which  defrays 
Board  of  Investment  program  costs  is  also  added  to  the  loan  amount.  Loan 
payments  are  due  February  15  and  August  15  of  each  year. 

On  July  30.  1993,  MSU-Northern  received  final  funding  on  an  approved 
INTERCAP  loan.  The  principal  amount  of  the  loan  1s  $646,292  and  was  used  for 
renovation  of  the  gymnasium  and  swimming  pool.  The  annual  principal  payments 
remaining  for  the  gymnasium  loan  are  as  follows: 

Fiscal  Year  Payment 

Ending  June  30  Amount 

1996  $  56.372 

1997  58.851 

1998  61,439 

1999  64.141 

2000  66.961 
2001-2004  258.507 

Total  $  566.271 


On  December  30,  1994,  MSU-Northern  received  approval  for  two  INTERCAP  loans 
to  finance  renovation  of  the  Science  Laboratory  and  the  purchase  of  multi -media 
equipment  to  enhance  the  Water  Quality-Environmental  Science  programs.  The  loan 
commitment  amounts  are  $362,355  for  the  Science  Lab  renovation  and  $304,500  for 
the  multi-media  equipment.  The  loans  will  be  paid  from  Resource  Indemnity  Trust 
Funds  provided  for  in  Section  15-38-202.  MCA.  Effective  July  1.  1994.  Section 
15-38-202,  MCA  appropriates  $240,000  to  support  the  operations  of  the  Water 
Quality-Environmental  Science  instructional  programs  at  MSU-Northern.  The  annual 
principal  payments  for  the  two  loans  are  as  follows: 

Page  B-33 


Fiscal  Year 

Ending  June 

30 

1996 

1997 

1998 

1999 

2000 

2001-2004 

Science  Lab 
Payment  Amount 

$   5.360 

9.075 

9.622 

10.203 

10.819 

70.739 

Multi -media 
Payment  Amount 

$  47.035 
52.838 
55,384 
58.056 
60.831 
4.617 

$  115.818 

$ 

278.761 

Total 
See  Note  9  -  Related  Party  Transactions  for  additional  notes  payable  information. 

Note  5  -  CAPITAL  LEASE 

On  February  1.  1991.  MSU-Northern  entered  into  a  five  year  lease  for  the 
acquisition  of  a  copy  machine.  The  following  "is  a  schedule  by  year  of  the  future 
minimum  rental  payments  required  under  the  lease  agreement  which  will  expire 
January  31.  1996. 

Fiscal  Year 
Ending  June  30  Principal   Interest 

1996  6.003      878 

On  October  6.  1994.  MSU-Northern  entered  into  a  three  year  lease  to  acquire 
telecommunications  video  equipment  through  Montana  State  University  -  Bozeman. 
The  lease  requires  MSU-Northern  to  pay  MSU-Bozeman  three  annual  installment 
payments  of  $32,335  for  a  total  cost  of  $97,006.  The  first  payment  is  due  on 
October  6.  1995  and  the  final  payment  is  due  on  October  6,  1997. 

Note  6  -  INSTALLMENT  PURCHASE  LEASES 

The  installment  purchase  leases  discussed  in  this  section  represent 
financing  obtained  through  a  "Master  Finance  Agreement"  between  the  State  of 
Montana  Department  of  Administration  and  Norwest  Investment  Services. 
Incorporated.  This  agreement  provides  a  procedure  for  agencies  of  the  State  of 
Montana  to  obtain  financing  for  equipment  purchases. 

On  September  17.  1991.  MSU-Northern  borrowed  $106,613  to  finance  the 
purchase  of  a  VAX  4000  minicomputer  as  a  replacement  for  the  college's  central 
computer  system.  Lease  payments  are  being  paid  entirely  from  maintenance  cost 
savings  from  the  computer  replacement.  The  following  is  a  schedule  of  the  future 
minimum  lease  payments: 
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Fiscal  Year 

Ending  June  30  Principal  Interest 

1996  $  22.678  3.199 

1997  24,225  1.652 

Total  Minimum  Lease  Payments  $  46,903  $  4.851 


On  June  11,  1993.  MSU-Northern  borrowed  $50,000  to  finance  a  student 
computer  lab.  The  lease  payments  for  the  20  computer  workstations  will  be  paid 
from  the  $1.50  per  credit  hour  Computer  Use  Fee  that  is  assessed  every  student 
attending  MSU-Northern.  The  following  is  a  schedule  of  the  future  minimum  lease 
payments: 

Fiscal  Year 
Ending  June  30  Principal    Interest 

1996  17,583       985 


Note  7  -  COMPENSATED  ABSENCES 

Eligible  university  employees  earn  eight  hours  sick  and  ten  hours  annual 
leave  for  each  month  worked.  The  annual  leave  earned  increases  with  longevity. 
Employees  may  accumulate  annual  leave  up  to  twice  their  annual  accrual  amount  and 
sick  leave  may  accumulate  without  limitation.  The  accumulated  liability  for 
compensated  absences  totaled  $776,644  at  June  30,  1995. 


Note  8  -  RETIREMENT  PROGRAMS 

Retirement  benefits  are  provided  for  academic  and  certain  professional  staff 
through  the  Montana  Teachers'  Retirement  System  (TRS)  and  all  other  staff  through 
the  Montana  Public  Employees'  Retirement  System  (PERS).  Both  plans  are 
administered  by  the  state  of  Montana.  During  fiscal  year  1987-88.  an  optional 
retirement  plan  through  the  Teachers  Insurance  and  Annuity  Association  -  College 
Retirement  Equities  Fund  (TIAA-CREF)  was  made  available  to  contract  faculty  and 
certain  professional  administrative  employees. 

Defined  Benefit  Plans 

Teachers'  Retirement  System 

The  Teachers'  Retirement  System  is  a  mandatory  system  established  in  1937 
and  governed  by  Title  19.  Chapter  20,  MCA.  Teachers'  Retirement  System 
participants  are  eligible  to  retire  with  a  minimum  25  years  of  membership 
service  or  five  years  of  creditable  service  at  age  60.  A  retirement 
benefit  is  1/60  times  the  years  of  service  times  average  final 
compensation.  An  employee  is  vested  in  TRS  following  completion  of  five 
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years  of  creditable  service.  Vested  employees  may  retire  at  or  after  age 
50  and  receive  a  reduced  retirement  benefit. 


Public  Employees'  Retirement  System 

Established  in  1945  and  governed  by  Title  19,  Chapter  3.  MCA.  Public 
Employees'  Retirement  System  (PERS)  participants  are  eligible  to  retire  at 
age  60  with  at  least  five  years  of  service,  at  age  65  regardless  of  length 
of  service  or  at  30  years  of  service  regardless  of  age.  A  reduced 
retirement  benefit  may  be  taken  with  25  years  of  service  or  at  age  50  with 
a  minimum  of  five  years  of  service.  Effective  January  1.  1989.  monthly 
retirement  benefits  are  calculated  by  taking  1/56  times  the  years  of 
service  times  the  final  average  salary.  Vesting  occurs  once  membership 
service  totals  5  years. 

Defined  Contribution  Plan 

The  Optional  Retirement  Program  (ORP),  a  defined  contribution  plan 
established  under  the  authority  of  Title  19,  Chapter  21,  MCA,  provides 
benefits  at  retirement  which  are  dependent  upon  the  amount  of 
contributions,  investment  gains  and  losses,  employee's  life  expectancy, 
and  the  selected  contract  option. 

Retirement  Plan  Information  for  the  fiscal  year  ended  June  30,  1995 

PERS  TRS         ORP 

Covered  Payroll 
Total  Payroll 

Employer  Contributions 
Percent  of  Covered  Payroll 

Employee  Contributions 
Percent  of  Covered  Payroll 

Retirement  Plan  Information  for  the  fiscal  year  ended  June  30,  1994 

PERS  TRS         ORP 

Covered  Payroll 
Total  Payroll 

Employer  Contributions 
Percent  of  Covered  Payroll 

Employee  Contributions 
Percent  of  Covered  Payroll 
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$  1.943.970 
7.399.586 

$  3 
7 

.696,223 
,399.586 

$  1 

7 

,328.652 
,399.586 

130.246 
6.700% 

276.108 
7.470% 

65.848 
4.956% 

130.246 
6.700% 

260.362 
7 . 044% 

93,590 
7.044% 

$  1.907.090 
7.605.764 

$  4 

7 

.992,369 

.605,764 

$  1 
7 

,002.159 
.605.764 

127.775 
6.700% 

372,930 
7.470% 

49.667 
4.956% 

127.775 
6.700% 

351.662 
7.044% 

70.592 
7.044% 

For  ORP  participants,  a  total  of  $33,256  or  2.503^  in  1995  and  $25,084  or 
2.503^  1n  1994  was  contributed  to  TRS  from  employer  contributions  to  amortize 
past  service  unfunded  liability  in  accordance  with  Title  19,  Chapter  21.  MCA, 


Note  9  -  RELATED  PARTY  TRANSACTIONS 

MSU-Northern  obtained  two  loans  from  the  MSU-Northern  Development 
Foundation,  The  loans  were  obtained  by  the  college  to  finance  the  costs  of 
street  paving  and  a  natural  gas  distribution  system.  The  loans  are  supported  by 
promissory  notes  issued  by  the  University  to  the  MSU-Northern  Development 
Foundation,  The  first  note  was  issued  for  $140,527  on  December  1,  1992  and  is 
being  repaid  with  parking  fees.  The  final  principal  payment  of  $15,529  is  due 
on  December  15,  1995,  The  second  note  was  issued  for  $30,952  on  June  1,  1993  and 
is  being  repaid  with  general  operating  funds.  The  final  principal  payment  of 
$10,375  IS  due  on  August  1.  1995. 


Note  10  -  AFFILIATED  ORGANIZATIONS 

Montana  State  University  -  Northern  is  a  component  unit  of  the  State  of 
Montana.  These  financial  statements  include  only  the  activities,  funds,  and 
accounts  of  the  University.  Private  nonprofit  organizations  affiliated  with  the 
University  include  the  Montana  State  University  -  Northern  Development  Foundation 
and  the  Montana  State  University  -  Northern  Alumni  Association.  The  foundation 
and  association  operate  exclusively  for  the  purposes  of  encouraging,  promoting, 
and  supporting  educational  programs,  scholarly  pursuits  and  athletics  at  the 
University.  During  the  fiscal  year  ending  June  30.  1995.  the  foundation 
contributed  to  the  University  $171,494  for  scholarships  and  $48,763  for  academic 
support  and  student  services.  In  exchange,  the  University  provides  the 
foundation  with  office  space  and  an  annually  contracted  fee:  and  the  association 
with  office  space,  staff,  and  some  related  office  expenses. 


Note  11  -  ENROLLMENT  RECORDS 

Units  of  the  university  system  report  enrollment  figures  for  each  academic 
term  to  the  Commissioner  of  Higher  Education.  The  Legislature  uses  enrollment 
data  as  part  of  a  formula  to  fund  the  university  system.  Enrollment  is  measured 
in  full  time  equivalents  (FTE's).  The  following  schedule  shows  FTE  count  at  the 
university  for  fiscal  years  1993-94  and  1994-95. 
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Schedule  of  Student  FTE 


Term 


Year 


Summer 

1993 

Fall 

1993 

Spring 

1994 

Summer 

1994 

Fall 

1994 

Spring 

1995 

(1) 

Undergraduate 
FTE's  Reported 

365 

1,387 

1.325 

391 
1,366 
1,305 


(2) 
Graduate 
FTE's  Reported 

Total  FTE's 
Reported 

115 

480 

89 

1.475 

67 

1.392 

133 

524 

63 

1.429 

52 

1.357 

(1)  Undergraduate  semester  credit  hours  divided  by  15. 

(2)  Graduate  semester  credit  hours  divided  by  12. 

Note  12  -  ALLOWANCE  FOR  DOUBTFUL  ACCOUNTS  -  LOAN  FUNDS 

No  provision  for  uncollectible  federal  Perkins  loans,  formerly  National 
Direct  Student  Loans,  has  been  provided  for  in  the  accompanying  financial 
statements.  The  university  follows  accounting  practices  for  the  Perkins  Loan 
Fund,  formerly  National  Direct  Student  Loan  Fund,  that  are  in  accordance  with 
government  regulations.  The  regulations  do  not  provide  for  recognition  of 
interest  receivable,  uncollectible  loans  or  future  loan  principal  reductions  by 
the  government.  To  that  extent,  the  portion  of  the  financial  statements  relating 
to  loan  funds  are  at  variance  with  generally  accepted  accounting  principles. 
However.  90%  of  any  interest  receivable  or  uncollectible  loans  and  100%  of 
government  principal  reductions  would  add  to  or  reduce  the  U.S.  Government's 
portion  of  the  fund  balance  and.  therefore,  would  not  have  a  significant  effect 
on  the  overall  financial  position  of  the  university. 
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MSU-Northem  Response 
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RECOMMENDATION  #B-1 

We  recommend  MSU-Northern: 

A.  Adequately  segregate  duties  of  center  personnel  responsible  for 
record  keeping,  authorization,  operations,  and  custodianship. 

B.  Seek  prompt  repayment  of  $4,334  in  financial  aid,  in  accordance  with 
federal  regulations. 

RESPONSE  #B-1 

A.  We  concur.  MSU-Northern  is  committed  to  the  resolution  of  any  and  all 
internal  control  problems  at  the  Great  Falls  Center.  Additional  internal 
controls  are  being  developed  and  implemented  at  the  Havre  and  Great 
Falls  campuses  to  strengthen  the  overall  internal  controls  at  the  Center. 
Additional  internal  controls  include  limits  on  computer  access, 
documented  procedures,  segregation  of  duties,  and  additional 
supervision. 

B.  We  concur.  A  plan  for  repayment  of  $4,334  in  financial  aid  has  been 
worked  out  with  the  employee  and  will  be  completed  by  February  29, 
1996. 


RECOMMENDATION  #B-2 

We  recommend  MSU-Northern  comply  with  state  accounting  law  and  policy 
regarding  imprest  cash  accounts. 

RESPONSE  #B-2 

We  concur.  MSU-Northern  will  provide  written  operating  procedures  describing 
the  appropriate  use  of  the  imprest  cash  account,  including  replenishment  and 
reconciliation  procedures,  to  the  Great  Falls  Center  personnel.  The  Business 
Office  in  Havre  will  monitor  the  use  of  the  Great  Falls  Center  imprest  fund  to 
ensure  compliance  with  state  policy. 
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RECOMMENDATION  #B-3 

We  recommend  MSU-Northern  comply  with  state  accounting  law  and  policy 
for  its  cash  change  accounts. 

RESPONSE  #B-3 

We  concur.  In  response  to  this  recommendation,  MSU-Northern  has  provided 
training  to  Great  Falls  Center  personnel  on  cash  change  fund  and  receipt 
system  reconciliation  procedures.  MSU-Northern  will  continue  to  monitor  the 
handling  of  the  Great  Falls  Center  change  fund  for  compliance  with  state  policy. 


RECOMMENDATION  #B-4 

We  recommend  MSU-Northern  separate  incompatible  responsibilities  as 
they  relate  to  its  revolving  cash  account. 

RESPONSE  #8-4 

We  concur.  Effective  controls  exist  for  the  University's  revolving  account.  The 
internal  control  procedures  are  vigilantly  followed  which  effectively  ensures  that 
errors  or  irregularities  are  detected.  MSU-Northern  will  further  restrict  access  to 
blank  check  stock  and  remove  the  payroll  technician  from  the  account  signature 
card  in  accordance  with  the  audit  recommendation. 


RECOMMENDATION  #8-5 

We  recommend  MSU-Northern  review  its  non-treasury  cash  account 
balances  and  ensure  each  is  limited  to  its  demonstrated  need. 

RESPONSE  #8-5 

We  concur.  MSU-Northern  agrees  that  the  referenced  funds  were  excessive  in 
their  authorized  amounts.  Each  fund  was  substantially  reduced  to  a 
demonstrated  level  of  need. 
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RECOMMENDATION  #B-6 

We  recommend  MSU-Northern: 

A.  Communicate  deposit  requirements  to  appropriate  personnel. 

B.  Deposit  collections  in  accordance  with  state  law. 
RESPONSE  #B-6 

We  concur.  MSU-Northern  agrees  that  all  collections  should  be  deposited 
promptly,  and  is  committed  to  documenting  and  enforcing  policies  for  the  regular 
deposit  of  all  receipts  in  Great  Falls. 


RECOMMENDATION  #B-7 

We  recommend  MSU-Northern  obtain  formal  approval  for  its  local  checking 
accounts  for  the  NDSL-Perkins  and  Nursing  Student  Loan  programs. 

RESPONSE  #8-7 

We  concur.  Permission  for  these  accounts  has  been  requested  and  approval 
has  been  granted  by  the  Department  of  Administration. 


RECOMMENDATION  #8-8 

We  recommend  MSU-Northern  record  financial  activity  on  the  state's 
accounting  system  in  the  appropriate  account,  program,  and  classification 
in  accordance  with  state  law. 

RESPONSE  #8-8 

We  concur.  The  errors  discussed  in  this  report  section  represent  isolated  errors 
in  what  has  been  an  effective  accounting  environment.  We  acknowledge  and 
regret  these  unintentional  errors  and  will  strive  to  always  record  financial  activity 
in  accordance  with  accounting  principles,  policies  and  state  law. 
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Legislative  Audit  Division 


Financial-Compliance  Audit 


Montana  State  University  -  Billings 

For  the  Fiscal  Year  Ended  June  30,  1995 


Montana  State  University  -  Billings 
College  of  Technology 

For  the  Two  Fiscal  Years  Ended  June  30,  1995 


This  report  section  contains  an  unqualifled  opinion  on  the  MSU  - 
Billing's  nnancial  statements  for  the  fiscal  year  ended  June  30,  1995. 
This  report  also  contains  an  unqualined  opinion  on  the  MSU  -  Billings 
Collie  of  Technology's  financial  schedules  for  the  two  fiscal  years 
ended  June  30,  1995.   This  report  section  contains  no 
reconunendations. 


Members  of  the  audit  staff  involved  in  this  audit  were  Pearl  M.  Allen, 
Brenda  Bokovoy,  Jeane  Carstensen-Garrett,  Laurie  Evans,  Wayne  Kedish, 


Introduction 


Background 


Restructuring 


Montana  State  University  -  Billings  (formerly  Eastern  Montana 
College)  was  restructured  to  an  affiliated  campus  of  Montana  State 
University  (MSU)  by  the  Board  of  Regents  of  Higher  Education 
effective  July  1,  1994.   The  Board  of  Regents  authorized  Montana 
State  University  -  Billings  to  change  the  names  of  its  academic 
schools.   The  name  changes  are  as  follows:   the  School  of  Arts  and 
Sciences  renamed  the  College  of  Arts  and  Sciences;  the  School  of 
Business  and  Economics  renamed  the  College  of  Business;  and,  the 
School  of  Education  and  Human  Services  renamed  the  College  of 
Education  and  Human  Services.   The  College  of  Technology 
(formerly  the  Billings  Vocational  Technical  Center)  merged  with 
Montana  State  University  -  Billings  on  July  1,  1994  and  became 
the  fourth  academic  unit  of  the  university.   Because  they  were 
separate  organizations  through  June  30,  1994,  the  College  of 
Technology's  financial  activity  was  reported  and  audited  separately 
for  the  two  years  ended  June  30,  1995.   The  College  of  Tech- 
nology's financial  activity  is  not  included  in  Montana  State 
University  -  Billings'  financial  statements  on  pages  C-U  to  C-21. 
The  College  of  Technology's  financial  schedules  are  presented 
separately  on  pages  C-26  to  C-32. 


Audit  Scope  and 
Objective 


We  performed  a  financial-compliance  audit  of  Montana  State 
University  -  Billings  (MSU-Billings)  for  the  fiscal  year  ended 
June  30,  1995.   The  objectives  of  our  audit  were  to: 


1.  Determine  if  the  MSU-Billings'  financial  statements  present 
fairly  its  financial  position  at  June  30,  1995  and  results  of  its 
operations  for  the  fiscal  year  ended  June  30,  1995  in 
conformance  with  Generally  Accepted  Accounting  Principles. 

2.  Perform  a  one-year  audit  to  align  the  timing  of  the  MSU- 
Billings'  audit  with  audits  of  other  MSU  units  to  improve  the 
efficiency  and  effectiveness  of  auditing  the  university 
campuses. 
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3.      Determine  MSU-Billings'  compliance  with  applicable  state 
and  federal  laws  and  regulations  which  could  materially  affect 
its  financial  statements. 


4.      Determine  the  implementation  status  of  prior  audit  recommen- 
dations. 

We  performed  a  financial-compliance  audit  of  Montana  State 
University  -  Billings,  College  of  Technology  for  the  two  fiscal 
years  ended  June  30,  1995. 

The  objectives  for  our  audit  were  to: 

1 .  Make  recommendations  for  improving  management  and 
internal  controls  of  MSU-Billings,  College  of  Technology. 

2.  Determine  the  MSU-Billings,  College  of  Technology's 
compliance  with  applicable  state  and  federal  laws  and 
regulations. 

3.  Determine  the  implementation  status  of  prior  audit 
recommendations. 

4.  Determine  if  the  MSU-Billings,  College  of  Technology's 
financial  schedules  for  the  two  fiscal  years  ended  June  30, 
1995,  present  fairly  the  results  of  operations  and  changes  in 
fund  balances  in  accordance  with  state  accounting  law  and 
policy. 


Curriculum 


Montana  State  University  -  Billings  offers  pre-professional 
programs  and  awards  degrees  at  the  associate's,  bachelor's,  and 
master's  degree  levels.   MSU-Billings  offers  master's  degrees  in 
education,  special  education,  rehabilitation  counseling,  and 
information  processing  and  communication.    It  also  offers  post- 
master (non-degree)  supervisor  endorsement  programs  in 
elementary  curriculum,  reading  K-12,  and  special  education  K-12. 


MSU-Billings  has  placed  primary  emphasis  on  curriculum 
development  in  the  areas  of  undergraduate  and  graduate  teacher 
education.   It  offers  a  variety  of  undergraduate  degree  programs  in 
the  liberal  arts  and  undergraduate  programs  in  business  and 
economics.   Currently,  MSU-Billings  is  the  only  unit  of  the 
Montana  University  System  to  offer  undergraduate  and  graduate 
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degree  programs  in  special  education,  special  education 
supervision,  and  rehabilitation  counseling. 

The  College  of  Technology  offers  certificates  in  one  year  programs 
and  associate  of  applied  science  degrees  in  two  year  programs  in 
vocational -technical  trades  and  industry.   Some  examples  include 
auto  body,  appliance  repair,  practical  nursing,  drafting, 
office/secretarial  and  culinary  arts. 

Montana  State  University  -  Billings  including  its  College  of 
Technology,  is  fully  accredited  by  the  Northwest  Association  of 
Schools  and  Colleges.   It  is  accredited  by  die  National  Council  for 
the  Accreditation  of  Teacher  Education  for  preparing  elementary 
and  secondary  teachers  through  the  Masters  of  Education  degree 
and  the  Masters  of  Science  in  Special  Education  degree.   It  is  also 
accredited  by  the  National  Association  of  Schools  of  Music,  the 
National  Association  of  Schools  of  Art  and  Design,  and  the 
Council  on  Rehabilitation  Education.   Applicable  College  of 
Technology  programs  are  approved  by  the  National  Institute  for 
Automotive  Service  Excellence  and  the  Montana  Board  of  Nursing. 


Public  Service  MSU-Billings'  primary  public  service  entities  are  KEMC  and 

KBMC  Public  Radio,  the  Montana  Center  for  Handicapped 
Children,  and  the  Clean  Coal  Technology  Information  Center. 
KEMC  broadcasts  in  Billings  and  KBMC  serves  Bozeman  and  the 
Gallatin  Valley.   The  Montana  Center  for  Handicapped  Children  is 
a  comprehensive  education,  rehabilitation,  and  medical/diagnostic 
center  serving  Montana's  severely  and  multi-handicapped  children 
and  youth.   The  Clean  Coal  Technology  Information  Center  was 
established  to  focus  on  all  available  clean  coal  technology 
information  worldwide  in  order  to  allow  Montana  to  become  a 
leader  in  the  field  of  clean  fuels  technology  information  and 
marketing. 
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Enrollment  and  Employee 
Schedules 


Montana  State  University  -  Billings'  fall  semester  1994  enrollment 
was  approximately  3,840  full  and  part-time  students  generating 
3,037  student  full  time  equivalent  (FTE).   The  MSU-Billings 
College  of  Technology's  enrollment  averaged  approximately  418 
student  FTE  for  the  two  fiscal  years  ended  June  30,  1995. 
Schedules  of  enrollment  statistics  appear  on  pages  A-16,  and  B-11. 
According  to  information  provided  by  MSU-Billings,  it  had 
approximately  479  full-time  equivalent  employees  (FTE)  budgeted 
during  fiscal  year  1994-95.   The  College  of  Technology  had 
approximately  29  FTE  budgeted  for  the  same  period.   The  actual 
combined  total  number  of  employee  FTE  for  fiscal  year  1994-95  is 
shown  in  the  following  table. 


Table  1 

Schedule  of  FTE  E^loyees 

NSU-Billings  including  the  Col 

ege  of 

Technology 

Appropriated 

Nonappropriated 

Funds 

Funds 

Total 
190.93 

Contract  Faculty            190.75 

.18 

Contract  Professional  & 

Adninistrative            31.71 

10.57 

42.28 

Classified                124.87 

92.59 

217.46 

Graduate  Teaching 

Assistant                2,64 

.19 

2.83 

Part-time  &  Other            14.59 

39.91 

54.50 

Total                  364.56 

143.44 

508.00 

Source:   Compiled  by  the  Legislative 

Audit 

Division  f 

rooi  the 

iniversity's  records. 
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Prior  Audit  Recommendatioiis 


Prior  Audit  Our  financial-compliance  audit  of  MSU-Billings  for  the  two  fiscal 

Recommendations  years  ended  June  30,  1994,  contained  two  recommendations.   The 

university  implemented  both  recommendations.    Our  financial- 
compliance  audit  of  the  College  of  Technology  (formerly  the 
Billings  Vocational -Technical  Center)  for  the  two  fiscal  years  ended 
June  30,  1993,  contained  two  recommendations.    The  college 
implemented  both  recommendations. 
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Independent  Auditor's  Report  & 
Montana  State  University-Billings 

Financial  Statements 
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Montana 

Legislative  Legislative  Audit  Division 

DtanCn  Scou  a.  Seacat,  Legislative  Auditor 


INDEPENDENT  AUDITOR'S  REPORT 

The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  financial  statements  of  Montana  State  University  - 
Billings,  a  component  unit  of  the  state  of  Montana,  as  of  and  for  the  fiscal  year  ended 
June  30,  1995,  as  shown  on  pages  C-11  to  C-20.   The  information  contained  in  these  financial 
statements  is  the  responsibility  of  the  university's  management.    Our  responsibility  is  to 
express  an  opinion  on  these  financial  statements  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards. 
Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance 
about  whether  the  financial  statements  are  free  of  material  misstatement.   An  audit  includes 
examining,  on  a  test  basis,  evidence  supporting  the  amounts  and  disclosures  in  the  financial 
statements.    An  audit  also  includes  assessing  the  accounting  principles  used  and  significant 
estimates  made  by  management,  as  well  as  evaluating  the  overall  financial  statement  presenta- 
tion.  We  believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in  all  material 
respects,  the  MSU-Billings  financial  position  as  of  June  30,  1995,  and  the  results  of  the  its 
operations  and  changes  in  its  fund  balances  for  the  fiscal  year  ended  June  30,  1995,  in 
conformity  with  generally  accepted  accounting  principles. 

Our  examination  was  made  for  the  purpose  of  forming  an  opinion  on  the  basic 
financial  statements  taken  as  a  whole.   The  accompanying  Schedule  of  Enrollment  Statistics 
for  the  fiscal  year  ending  June  30,  1995  on  page  C-21,  prepared  in  accordance  with  the 
Registrar's  Manual  for  Reporting  Enrollment  Data,  is  presented  as  supplemental  information 
and  is  not  a  required  part  of  the  basic  financial  statements.   This  information  has  been 
subjected  to  the  auditing  procedures  applied  in  our  examination  of  the  basic  financial  state- 
ments.  In  our  opinion,  the  information  is  fairly  stated  in  all  material  respects  in  relation  to 
the  basic  financial  statements  taken  as  a  whole. 

Respectfully  submitted. 


(Jo.,,^^fii0^ 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 
November  9,  1995 


Room  1SB.  State  Capitol  Building   PO  Box  201706  Helena  MT  69620- J  706 
Phone  406-444-3122   FAX  406-444-9784 
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MONTANA  STATE  UNIVERSITY  -  BILLINGS 

(A  Component  Unit  of  the  State  of  Montana) 
BALANCE  SHEET 
JUNE  30,  1995 


ASSETS 


LIABILITIES  AND  FUND  BALANCES 


CURRENT  FUNDS: 
Unrestricted: 

General  Operating: 

Cash 

Due  fiDm  Other  Accounting  Entities 

Due  from  Cash  Accounts  for  FYE  Adjustments 

Accounts  Receivable  less  Allowance  for 

Doubtful  Collections  of  $37,027 

Prepaid  Expenses 


Total  General  Operating 

Designated: 

Cash 

Investments  (Note  2) 

Due  from  Cash  Accounts  for  FYE  Adjustments 
Accounts  Receivable  less  Allowance  for 
Doubtful  Collections  of  $1,611 
Inventories  (Note  1 ) 
Total  Designated 

Auxiliary: 

Cash 

Investments  (Note  2) 

Due  from  Cash  Accounts  for  FYE  Adjustments 
Accounts  Receivable  less  Allowance  for 
Doubtful  Collections  of  $22,572 
Inventories  (Note  1 ) 
Prepaid  Expenses 
Total  Auxiliary 


I  Total  Unrestricted 


$1,416,558 

26 

146,606 

174,780 
274,599 


2.012.569  I 


2,113,774 
217,000 
160,978 

35,094 
210,389 
2.737^35  I 


204,625 

1,975,800 

83,110 

284,097 
581,237 
930 
3.129.799  I 


7.879.603  I 


Restricted: 

Cash 

Due  from  Federal  Goverrmient 

Due  from  State  Government 

Accounts  Receivable 

Due  from  Cash  Accounts  for  FYE  Adjustments 


Total  Restricted 


114,448 

39,359 

24,670 

14,794 

3,985 


CURRENT  FUNDS: 
Unrestricted: 

General  Operating: 

Accounts  Payable  and  Accrued  LiabiUties 
Compensated  Absences  Payable  (Note  6) 
Pension  Payable  (Note  6) 

Due  to  Office  of  Commissioner  of  Higher  Education: 
Reversion  LiabiUty 

Due  to  Cash  Accounts  for  FYE  Adjustments 
Deferred  Revenue 
Fund  Balance-Unreserved 
Fund  Balance-Reserved-Continuing  Approp 
Total  General  Operating  I 


Designated: 

Accounts  Payable  and  Accrued  Liabilities 
Compensated  Absences  Payable  (Note  6) 
Due  to  Cash  Accounts  for  FYE  Adjustments 
Deferred  Revenue 
Fund  Balance-Unreserved 

Total  Designated 

Auxiliary: 

Accounts  Payable  and  Accrued  Liabilities 

Compensated  Absences  Payable  (Note  6) 

Student  Deposits 

Due  to  Cash  Accounts  for  FYE  Adjustments 

Deferred  Revenue 

Fund  Balance-Unreserved 

Total  Auxiliary 


Total  Unrestricted 


$532,161 

1,343,859 

100,148 

4,431 

294,252 

688,476 

(1,074,190) 

123,432 

2.012.569  I 


64,062 

178,803 

468,936 

126,333 

1,899,101 

2.737.235  | 


84,763 
78,265 
35.058 
95,096 
193,259 
2,643,358 

3.129.799  I 


7.879,603  I 


Restricted: 

Accounts  Payable  and  Accrued  Liabilities 
Due  to  Cash  Accounts  for  FYE  Adjustments 
Deferred  Revenue 
Fund  Balance-Unreserved 


16,501 
62,409 
63,716 
54,630 


197.256  I 


Total  Restricted 


197.2561 


I  TOTAL  CURRENT  FUNDS 


$8.076.859  I 


I  TOTAL  CURRENT  FUNDS 


$8.676.859 1 


LOAN  FUNDS: 


LOAN  FUNDS: 


Cash  $11,036 

Investments  (Note  2)  120,000 

Due  from  Cash  Accounts  for  FYE  Adjustments  909 

Accounts  Receivable  17,287 

Loans  Receivable  2,509,027 


I  TOTAL  LOAN  FUNDS 


$2.658^59  I 


Accounts  Payable 

Fund  Balances: 
Perkins/National  Direct  Student  Loans: 
U.S.  government  grants  refundable  less 
cumulative  cancellations  and  other 
reductions  of  $390,960 
College  Contributions-Restricted 

Total  Fund  Balances 


I  TOTAL  LOAN  FUNDS 


$355 


2,339,874 

318.030 

2,657,904 


$2.658.259  I 


The  notes  are  an  integral  part  of  this  statement. 
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MONTANA  STATE  UNIVERSITY  -  BILLINGS 
(A  Component  Unit  of  the  State  of  Montana) 
BALANCE  SHEET 
JUNE  30, 1995 


ASSETS 


LIABILITIES  AND  FUND  BALANCES 


PLANT  FUNDS: 

PLANT  FUNDS: 

Unexpended: 

Unexpended: 

Cash  in  Treasury 

$14,687 

Accounts  Payable 

$19,539 

Interest  Receivable 

22,646 

Fund  Balance-Reserved 

1,350,124 

Investments  Held  by  State  of  Montana  (Note  2) 

88,100 

Fund  Balance-Unreserved 

222,931 

Investments  Held  by  Bond  Trustee  (Note  2) 

1,416,871 

Due  from  Cash  Accounts  for  FYE  Adjustments 

414 

Construction  Work  In  Progress 

49,876 

Total  Unexpended 

Total  Unexpended                                                    \2 

1392,594  1 

1             1,592,594 

Renewals  and  Replacements: 

Renewals  and  Replacements: 

Cash  in  Treasury 

66,665 

Accounts  Payable  and  Accrued  LiabiUties 

25,246 

Interest  Receivable 

11,996 

Due  to  Cash  Accounts  for  FYE  Adjustments 

8,681 

Investments  Held  by  Bond  Trustee  (Note  2) 

952,140 

Deferred  Revenue 

37,207 

Investments  Held  by  State  of  Montana  (Note  2) 

1,272,000 

Fund  Balance-Reserved 

650,000 

Accounts  Receivable  less  Allowance  for 

Fund  Balance-Unreserved 

1,988,850 

Doubtful  Collections  of  $1,500 

5,571 

Due  from  Cash  Accounts  for  FYE  Adjustments 

401,612 

Total  Renewals  and  Replacements 

Total  Renewals  and  Replacements                         Q 

2,709,984  1 

1             2,709,984 

Retirement  of  Indebtedness: 

Retirement  of  Indebtedness: 

Cash  in  Treasury 

5,209 

Accrued  Bond  Interest  Payable 

54,094 

Cash  Held  by  Bond  Trustee 

2 

Fund  Balance-Restricted 

109,914 

Investments  Held  by  Bond  Trustee  (Note  2) 

241 

Investments  Held  by  State  of  Montana  (Note  2) 

103,900 

Due  from  Cash  Accounts  for  FYE  Adjustments 

54,656 

Total  Retirement  of  Indebtedness 

Total  Retirement  of  Indebtedness                           [[ 

164,008  1 

1                164,008 

Investment  in  Plant  (At  Cost  of  Acquisition): 

Investment  in  Plant: 

Intangible  Assets 

519,922 

Contracts/Notes/Leases  Payable  (Note  6) 

154,302 

Land 

1,387,590 

Bonds  Payable  (Note  4) 

8,765,000 

Buildings 

27,677,124 

Net  Investment  in  Plant 

31,714,039 

Other  Improvements 

1,135,661 

Equipment 

5,722,527 

Library  Books 

4,190,517 

Totol  Investment  in  Plant 

Total  Investment  in  Plant                                        Q 

40,633341  1 

1           40,633,341 

1  TOTAL  PLANT  FUNDS 

$45,099,927  1 

1  TOTAL  PLANT  FUNDS 

$45,099,927 

AGENCY  FUNDS: 


AGENCY  FUNDS: 


Cash 

Interest  Receivable 

Due  from  Cash  Accounts  for  FYE  Adjustments 

Accounts  Receivable 


I  TOTAL  AGENCY  FUNDS 


$48,490 

19,205 

1,723 

6,627 


$76,045  I 


Accounts  Payable 

Due  to  Cash  Accounts  for  FYE  Adjustments 

Property  Held  in  Trust 


$9,737 
19,206 
47,102 


I  TOTAL  AGENCY  FUNDS 


$76,045 


The  notes  are  an  integral  part  of  this  statement. 
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MONTANA  STATE  UNIVERSITY  -  BILLINGS 
(A  Component  Unit  of  the  State  of  Montana) 
STATEMENT  OF  CURRENT  FUNDS  REVENUES,  EXPENDITURES,  AND  OTHER  CHANGES 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30, 1995 


Unrestricted 

Restricted 

Total 

General 
Operatine 

Desienated 

AuxUiarv 

Revenues: 


Tuition  and  Fees 

Montana  General  Fund  Transfers 

Montana  Millage  Fund  Transfers 

Sales,  Services  and  Miscellaneous 

Federal  Grants  and  Contracts 

State  Grants  and  Contracts 

Other  Grants,  Contracts,  and  Donations 

Indirect  Cost  Recoveries 

Land  Grant  Income 

Investment  Income 


$6,164,928 

$951,653 

$1,292,998 

$8,409,579 

9,336,232 

9,336,232 

1,536,166 

1,536,166 

48,440 

948,300 

4,560,918 

$3,317,995 

5,557,658 
3,317,995 

5,324 

299,440 
352,003 

304,764 
352,003 

80,708 

197,121 

80,708 
197,121 

11,845 

112,793 

124,638 

Total  Revenues 


17,085,766 


14>97,830 


6,163,830 


3,969,438 


29,216,864  | 


Expenditures  and  Mandatory  Transfers: 

Educational  and  General 

Instruction 

Research 

Public  Service 

Academic  Support 

Student  Services 

Institutional  Support 

Operation  and  Maintenance  of  Plant 

Scholarships  and  Fellowships 
Total  Educational  and  General 

Auxiliary  Enterprises 

Expenditures 
Mandatory  Transfers: 
Principal  &  Interest 
Total  Auxiliary 


8,485,403 

408,862 

349,872 

507,035 

1,711,463 

17,084 

1,511,642 

687,612 

1,932,444 

(104,137) 

2,103,051 

582,579 

16,676,454 


1,516,456 


4,752,233 


S.792,205 


273,911 

88,630 

462,813 

3,858 
636,503 

8,093 

2,486,583 


3,960391 


9,168,176 
88,630 
1,319,720 
1,732,405 
2,835,757 
1,836,400 
2,103,051 
3,069,162 


22,153,301 1 


4,752,233 


5,792^05 1 


I  Total  Expenditures  and  Mandatory  Transfers 


16,676.454 


1,516.456 


5,792J05 


3,960391 


27,945,506  I 


Other  Transfers  and  Additions  (Deductions): 

Current  Year  Increase  in  Compensated  Absences 

Current  Year  Decrease  in  Pension  Payable 

Nonmandatory  Transfers 

Debt  Service 

Reversion  to  State  of  Montana 


(87.878) 

(12,942) 

(14,300) 

57,618 

(22,000) 

(219,048) 
(5,989) 

(89,750) 

(4,431) 


(115,120) 
57,618 

(330,798) 
(5,989) 
(4,431) 


I  Total  Other  Transfers  and  Additions  (Deductions) 


(56.691) 


(237,979) 


(104.050) 


(398.720)  I 


I  Net  Increase  (Decrease)  in  Fund  Balance 


$352,621 


$243395 


$267375 


$9,047 


$872,638 1 


The  notes  are  an  integral  part  of  this  statement. 
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MONTANA  STATE  UNIVERSITY-BILLINGS 

(A  Component  Unit  of  the  State  of  Montana) 

Notes  to  Financial  Statements 

June  30,  1995 

Note  1  -  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

MSU-Billings  (formerly  Eastern  Montana  College): 

In  January  of  1994,  the  Montana  Board  of  Regents  of  Higher  Education  approved  the  restructuring  of  the 
Montana  University  System.  As  part  of  that  restructuring,  effective  July  1 ,  1 994,  Montana  State  University- 
Bozeman  was  given  administrative  oversight  of  Eastern  Montana  College  and  the  name  of  the  institution 
was  changed  to  Montana  State  University-Billings  (MSU-Billings).  In  addition,  the  Billings  Vocational 
Technical  Center  was  merged  as  a  college  of  MSU-Billings  and  was  renamed  the  MSU-Billings  College  of 
Technology.  The  accompanying  financial  statements  represent  the  activities  of  MSU-Billings  only  and 
exclude  those  of  MSU-Bozeman  and  the  College  of  Technology. 

In  accordance  with  GASB  #15,  the  University  has  adopted  the  American  Institute  of  Certified  Public 
Accountants'  (AICPA)  "College  Guide  Model"  for  presentation  of  its  financial  statements. 

The  financial  statements  of  Montana  State  University-Billings  are  included  as  a  part  of  the  higher  education 
component  unit  of  the  State  of  Montana  Comprehensive  Annual  Financial  Report  (CAFR). 

Basis  of  Accounting: 

The  accompanying  financial  statements  of  MSU-Billings  are  prepared  on  the  accrual  basis  in  accordance 
with  generally  accepted  accounting  principles  for  colleges  and  universities,  except  for  allowance  for 
uncollectible  loans  as  explained  in  Note  3  to  the  financial  statements. 

The  statement  of  Current  Funds  Revenues,  Expenditures,  and  Other  Changes  is  a  statement  of  financial 
activities  of  current  operating  funds  related  to  the  current  reporting  period.  It  does  not  purport  to  present 
the  results  of  operations  or  the  net  income  or  loss  for  the  period. 

Fund  Accounting: 

In  order  to  ensure  observance  of  limitations  and  restrictions  placed  on  the  use  of  the  resources  available 
to  the  University,  the  accounts  are  maintained  in  accordance  with  the  principles  of  fund  accounting.  This 
is  the  procedure  by  which  resources  for  various  purposes  are  classified  into  funds  that  are  in  accordance 
with  specified  activities  or  objectives.  Separate  accounts  are  maintained  for  each  fund,  however,  accounts 
with  similar  characteristics  have  been  combined  into  fund  groups  and  reflected  as  such  in  the 
accompanying  financial  statements. 

Current  funds  include  unrestricted  funds  allocated  to  specific  purposes  by  action  of  the  Board  of  Regents 
and  funds  restricted  by  outside  sources.  Externally  restricted  funds  may  only  be  utilized  in  accordance  with 
the  purposes  established  by  the  source  of  such  funds.  Current  unrestricted  funds  include  general 
operating,  designated  and  auxiliary  services.  Other  funds  used  are  the  loan  fund  for  student  loans,  the 
plant  fund  for  recording  investments  in  University  property,  and  the  agency  fund  for  recording  assets  held 
by  the  University  as  custodian  or  fiscal  agent  for  others. 

To  the  extent  that  current  funds  are  used  to  finance  plant  assets,  the  amounts  so  provided  are  reported 
as  (1)  expenditures,  in  the  case  of  normal  replacement  of  movable  equipment  and  library  books;  (2) 
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mandatory  transfers  in  the  case  of  required  provisions  for  debt  amortization,  interest,  equipment  renewal 
and  replacement;  and  (3)  transfers  of  a  nonmandatory  nature  for  all  other  cases. 

Gains  and  losses  arising  from  the  sale,  collection  or  other  disposition  of  investments  and  other  non-cash 
assets  are  reported  in  the  fund  which  owned  such  assets.  Ordinary  income  derived  from  investments, 
receivables  and  the  like,  is  reported  in  the  fund  owning  such  assets.  Restricted  revenue  derived  from  gifts, 
grants,  and  appropriation  and  other  restricted  sources  are  reported  in  the  appropriate  funds. 

Fixed  Assets: 

Fixed  assets  are  valued  at  cost  when  purchased  or  constructed  or,  if  acquired  by  gift,  at  the  estimated  fair 
market  value  at  date  of  gift. 

No  provision  has  been  made  for  depreciation  of  plant  facilities  in  accordance  with  Governmental  Accounting 
Standard  No.  8,  "Applicability  of  FASB  Statement  No.  93,  Recognition  of  Depreciation  by  Not-for-Profit 
Organizations"  which  states  that  governmental  colleges  and  universities  should  not  change  their  accounting 
and  reporting  for  depreciation  of  capital  assets  as  a  result  of  FASB  Statement  No.  93. 

Inventories: 

The  University's  policy  is  to  record  supplies  inventories  for  certain  educational  and  service  departments  in 
addition  to  inventories  held  for  resale  in  auxiliary  enterprises  such  as  the  bookstore  and  vending  operations. 
All  recorded  inventories  are  stated  at  the  lower  of  cost  or  market  using  the  first-in,  first-out  method. 

Other: 

In  accordance  with  generally  accepted  accounting  principles,  the  University  does  not  recognize  liabilities 
for  items  ordered  before  June  30  but  not  yet  received. 

Summer  session  tuition  and  fee  revenues  and  expenditures  are  deferred  at  June  30  and  recorded  as 
revenue  and  expenditures  in  the  succeeding  fiscal  year. 

Other  significant  accounting  policies  are  set  forth  in  the  accompanying  financial  statements  and  notes 
thereto. 


Note  2  -  INVESTI\/IENTS 

All  investments  are  recorded  at  cost,  investments  consist  primarily  of  amounts  invested  through  the 
Montana  State  Board  of  Investments  using  its  short-term  investment  pool  (STIP)  and  U.S.  Treasury  Bills, 
and  by  the  trustees  as  required  by  the  bond  indenture.  The  STI P  portfolio  includes  asset-backed  securities, 
banker's  acceptances,  certificates  of  deposit,  commercial  paper,  corporate  and  government  securities, 
repurchase  agreements  and  variable-rate  instruments  and  the  unit  value  is  $1 .00  per  unit.  All  the  securities 
held  as  investments  by  the  bond  trustee  are  risk  category  1,  which  means  the  securities  are  insured  or 
registered.  The  cost  and  market  value  of  the  investments  at  June  30,  1995  were  approximately  equal. 
Investment  income  is  generally  recorded  when  received. 

Investments  at  June  30,  1995  consisted  of  the  following: 

(Montana  Short-term  Investment  Pool  $3,776,800 

Investments  held  by  Bond  Trustee  2.369,252 


Total  $6,146,052 


Page  C-16 


Investments  owned  by  the  various  funds  at  June  30,  1995,  are  as  follows: 


Current  Unrestricted  Funds: 

Designated-Student  Government  $  217,000 

Auxiliary  Enterprises  1,975,800 

Loan  Funds:  120,000 

Plant  Funds: 

Unexpended  1,504,971 

Renewals  and  Replacements  2,224,140 

Retirement  of  Indebtedness  104,141 

Total  $6,146,052 


Note  3  -  ALLOWANCE  FOR  DOUBTFUL  ACCOUNTS  -  LOAN  FUNDS 

No  provision  for  uncollectible  Perkins,  formerly  National  Direct  Student  Loans,  has  been  provided  for  in  the 
accompanying  financial  statements.  The  University  follows  accounting  practices  for  the  Perkins  Loan  Fund 
that  are  in  accordance  with  government  regulations.  Those  regulations  do  not  provide  for  recognition  of 
interest  receivable  or  future  loan  cancellations  by  the  government.  To  that  extent  the  portion  of  the 
financial  statements  relating  to  loan  funds  are  at  variance  with  generally  accepted  accounting  principles. 
However,  90%  of  any  interest  receivable  or  uncollectible  loans  and  100%  of  government  cancellations 
would  add  to  or  reduce  the  U.S.  Government's  portion  of  the  fund  balance  and,  therefore,  would  not  have 
significant  effect  on  the  overall  financial  position  of  the  University. 


Note  4  -  BONDS  PAYABLE 

On  June  16,  1994,  Montana  State  University  (consisting  of  MSU-Bozeman,  MSU-Billings  and  MSU- 
Norlhern)  issued  Series  C  1994  Revenue  bonds.  MSU-Billings  issued  its  $9,360,000  share  of  the  bonds, 
with  interest  rates  ranging  from  3.30%  to  5.75%.  The  bonds  were  issued  for  construction  projects  and  to 
advance  refund  outstanding  Series  A  1988  and  Series  B  1985  bonds  which  have  been  defeased  and 
removed  from  the  University's  records. 

The  Series  C  1 994  bonds  payable  are  secured  by  a  first  lien  on  and  a  pledge  of  net  revenues  derived 
directly  or  indirectly  from  (a)all  student  building  fees  and  student  union  use  fees  assessed  against  students 
attending  the  University,  (b)all  land  grant  income  received  by  the  University,  and  (c)the  operation  and  use 
of  the  income  facilities. 

In  accordance  with  the  terms  of  the  bond  agreement,  the  University  purchased  a  surety  bond,  which 
provided  that  in  the  event  there  are  insufficient  funds  on  deposit  in  the  Debt  Service  Fund,  the  insurer  will 
deposit  with  the  Trustee  amounts  sufficient  to  pay  principal  and  interest. 

At  June  30,  1995  the  outstanding  bonds  payable  amount  was  $8,765,000  with  3.7%  to  5.6%  annual 
installments  through  2007. 
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The  annual  debt  service  requirements  for  the  next  five  years,  including  interest,  as  of  June  30,  1995  are 
as  follows: 

Year  Ending 

June  30.  Payment 

1996  $1,016,745 

1997  1,017,563 

1998  1,014,875 

1999  1,014,669 

2000  1,016,758 
2001-2008  (cumulative)  6,527,018 

Total  $11,607,628 

In  prior  years,  the  University  defeased  certain  bond  issues  by  placing  proceeds  of  new  bonds  in  an 
irrevocable  trust.  The  proceeds,  together  with  interest  earned  thereon,  will  be  sufficient  for  future  debt 
service  payments  on  the  refunded  issues.  Accordingly,  the  trust  account  assets  and  the  liability  for  the 
defeased  bonds  are  not  included  in  the  University's  financial  statements.  At  June  30,  1995,  $13,600,950 
of  principal  bonds  outstanding  are  considered  defeased. 

Note  5  -  RETIREMENT  PROGRAMS 

Full-time  employees  of  MSU-Billings  are  all  members  of  the  Public  Employees'  Retirement  System  (PERS), 
the  f^ontana  Teachers  Retirement  System  (TRS)  or  the  Optional  Retirement  Program  (ORP).  Only  faculty 
and  administrators  with  contracts  under  the  authority  of  the  Board  of  Regents  are  members  of  TRS  or  ORP. 
Effective  July  1 ,  1993  the  ORP  became  the  mandatory  retirement  plan  for  new  faculty  and  administrative 
staff. 

Other  required  pension  information  is  not  available  on  an  agency  basis,  but  is  available  on  a  statewide 
basis  from  the  Montana  Retirement  Systems  for  PERS  or  TRS  or  from  TIAA-CREF  for  ORP. 

Defined  Benefit  Plans 

TRS  -  This  system  was  established  in  1 937  and  governed  by  Title  19,  chapter  20,  iy/ICA.  TRS  participants 
are  eligible  to  retire  with  a  minimum  25  years  of  membership  service  or  five  years  of  creditable  service  at 
age  60.  A  retirement  benefit  is  1/60  times  the  years  of  service  times  average  final  compensation.  An 
employee  is  vested  in  TRS  following  completion  of  five  years  of  creditable  service.  Vested  employees  may 
retire  at  or  after  age  50  and  receive  a  reduced  retirement  benefit.  Effective  July  1 ,  1 993,  new  faculty  and 
administrative  staff  are  no  longer  eligible  for  TRS,  unless  they  already  have  an  existing  TRS  plan. 

PERS  -  Established  in  1945  and  governed  by  Title  19,  chapter  3,  MCA,  PERS  participants  are  eligible  to 
retire  at  age  60  with  at  least  five  years  of  service,  at  age  65  regardless  of  length  of  service  or  at  30  years 
of  service  regardless  of  age.  A  reduced  retirement  benefit  may  be  taken  with  25  years  of  service  or  at  age 
50  with  a  minimum  of  five  years  of  service.  Effective  January  1,  1989,  monthly  retirement  benefits  are 
calculated  by  taking  1/56  times  the  years  of  service  times  the  final  average  salary.  Vesting  occurs  once 
membership  service  totals  5  years. 

Defined  Contribution  Plan 

ORP  -  Established  under  the  authority  of  Title  19,  chapter  21,  MCA,  ORP  provides  benefits  at  retirement 
which  are  dependent  upon  the  amount  of  contributions,  investment  gains  and  losses,  employee's  life 
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expectancy,  and  the  selected  contract  option.  Individuals  are  immediately  vested  with  contribution.  This 
fund  is  underwritten  by  the  Teachers'  Insurance  and  Annuity  Association-College  Retirement  Equities  Fund 
(TIAA-CREF). 

Retirement  Plan  Information  for  the  year  ended  June  30,  1995 

PERS  TRS  ORP 

(TIAA-CREF) 

Covered  Payroll  $4,366,209        $4,665,940        $3,001,251 

Total  Payroll  $13,071,514       $13,071,514       $13,071,514 

Employer  Contributions  $     292,536        $     348,546        $     148,742 

Percent  of  Covered  Payroll  6.700  7.47  4.956 

Employee  Contributions  $    292,536        $    328,669        $    211,408 

Percent  of  Covered  Payroll  6.700  7.044  7.044 

For  ORP  participants,  a  total  of  $75,121  or  2.503%  of  covered  payroll  was  contributed  to  TRS  from 
employer  contributions  to  amortize  past  service  unfunded  liability  in  accordance  with  Title  19,  Chapter  21 , 
MCA. 


Note  6  -  COMMITMENTS  AND  CONTINGENT  LIABILITIES 

Capital  Projects 

Project  administration  for  major  construction  projects  of  the  University  is  performed  by  the  Architecture  and 
Engineering  Division  of  the  Montana  Dept.  of  Administration.  At  June  30,  1995  capital  projects  include: 

Authorized  Remaining 

Spending  Spending 

Project  Authority  Amount 

PE  Building  Lighting  65,000  57,501 

Computer  Annex  200,000  180,238 

Apsaruke  Hall  1,200,000  1.169,886 

Capital  Leases 

Capital  leases  were  paid  in  full  during  Fiscal  Year  1 995  and  there  are  no  capital  leases  outstanding  at  fiscal 
year  end  1995. 

Notes  Payable 

In  July  of  1 992,  the  University  received  a  loan  in  the  amount  of  $285,000  from  Nora/est  Investment  Services 
to  repair  the  Physical  Education  Building  roof.  The  loan  is  being  repaid  through  collection  of  fees  from 
students.  Annual  principal  and  interest  payments  are  $57,395.05.  The  principal  balance  outstanding  at 
June  30,  1995  is  $154,302. 
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Compensated  Absences 

In  accordance  with  FASB  Statement  No.  43  "Accounting  for  Compensated  Absences",  the  liability  and 
charge  for  compensated  absences  related  to  current  and  previous  years  are  recorded  in  the  unrestricted 
current  funds. 

The  value  of  unused  vacation  and  sick  leave  of  $1 ,600,927  accumulated  by  employees  is  recorded  as  a 
liability.  At  June  30,  1995  permanent  staff,  other  than  contract  faculty,  may  accumulate  and  carry  to  the 
following  calendar  year,  two  times  the  maximum  number  of  vacation  days  earned  annually.  Unused 
vacation  leave  is  purchased  at  full  value  from  employees  upon  termination.  Unused  sick  leave  earned 
since  July  1,  1971  is  purchased  from  all  employees  at  twenty-five  percent  of  its  value  upon  termination. 

In  accordance  with  GASB  #16,  estimated  employer  payments  related  incrementally  to  the  payroll  are 
included  in  the  calculation  of  compensated  absences. 

Early  Retirement  Incentive  Program 

Chapter  567,  Laws  of  Montana  established  a  voluntary  termination  program  for  eligible  employees.  In 
accordance  with  Montana  Board  of  Regent  Policy  Section  712.2,  the  University  elected  to  defer  certain 
eligible  employee  terminations  due  to  academic  and  financial  hardships  created  by  the  retirement  incentive. 
The  amount  of  employer  incentive  payment  and  related  benefits  deferred  through  fiscal  year  1997  is 
$100,148  and  is  recorded  as  Pension  Payable  in  Current  Funds. 

Federal  Income  Tax 

Although  the  University  is  exempt  from  federal  income  tax  as  an  instrumentality  of  the  State  of  Montana, 
certain  income  generated  may  be  considered  unrelated  business  income  by  the  Intemal  Revenue  Service. 
The  Montana  University  System  files  appropriate  tax  returns  with  the  IRS  to  report  such  income. 

Legal 

At  present  there  is  pending  litigation  in  the  appeals  process.  The  likelihood  of  favorable  or  unfavorable 
outcome  and  the  amount  of  possible  loss  can  not  be  reasonably  determined  at  this  time. 

Note  7  -  AFFILIATED  ORGANIZATIONS 

Montana  State  University-Billings  is  a  component  unit  of  the  State  of  Montana.  These  financial  statements 
include  only  the  activities,  funds,  and  accounts  of  the  University. 

Private  nonprofit  organizations  affiliated  with  the  University  include  the  Friends  of  KEMC  and  the  MSU- 
Billings  Foundation  (including  the  Sting  Athletic  Association  and  the  Alumni  Association).  The  affiliated 
organizations  operate  exclusively  for  the  purposes  of  encouraging,  promoting,  and  supporting  educational 
programs,  research,  scholarly  pursuits  and  athletics  at  or  in  connection  with  the  University. 

The  Foundation  transferred  $298,439  in  fiscal  year  1995  to  the  University  in  support  of  academic,  athletic 
and  support  programs.  The  University  transferred  $209,442  in  fiscal  year  1995  to  the  Foundation  for 
contract  and  miscellaneous  payments.  The  above  amounts  are  included  in  the  accompanying  financial 
statements. 

In  addition,  MSU-Billings  provides  the  Foundation  with  office  space  and  related  expenses,  valued  at 
$30,300  as  in-kind  contributions  for  fiscal  year  1 995. 
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MONTANA  STATE  UNIVERSITY  -  BILLINGS 
(A  Component  Unit  of  the  State  of  Montana) 
Schedule  of  Enrollment  Statistics  on  a  Semester  Basis 
for  the  Year  Ending  June  30, 1995 


Summer 

Fall 

Spring 

Semester 

Semester 

Semester 

1994 

1994 

1995 

Enrollments  Majoring  in: 

School  of  Business  &  Economics 

306 

830 

820 

School  of  Education 

370 

980 

898 

Graduate  Program-Nondegree 

220 

262 

260 

School  of  Arts  &  Sciences 

235 

880 

897 

General  Studies 

153 

734 

563 

Human  Services 

91 

157 

260 

Total  Enrollment-Head  Count 

1,375 

3,843 

3,698 

Student  Credit  Hours  Provided  By: 
School  of  Business  &  Economics 
School  of  Education  &  Human  Services 
School  of  Arts  &  Sciences 
Total  Student  Credit  Hours 


1,239 

6,390 

6,260 

2,959 

10,037 

10,155 

4,370 

28,779 

26,398 

8,568        45,206        42,813 


Student  FTE-AII  Funding  Sources 


591.0       3,037.9       2,879.3 


Student  FTE-Current  Unrestricted 
Funding 


591.0       3.035.6       2.877.0 


Note:  This  schedule  does  not  include  statistics  of  the  Continuing  Education 
and  Extended  Studies  Programs. 
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Independent  Auditor's  Report  &  Montana 

State  University  -  Billings  College  of 

Technology's  Financial  Schedules 
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Montana 

Legislative  Legislative  Audit  Division 

StanChi  ^^°^^  ^-  Seacat,  Legislative  Auditor 


TNDEPENDHNT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  financial  schedules  of  the  Montana  State  University-Billings, 
College  of  Technology  for  each  of  the  two  fiscal  years  ended  June  30,  1994  and  1995,  as 
shown  on  pages  C-26  through  C-32.   The  information  contained  in  these  financial  schedules  is 
the  responsibility  of  management.   Our  responsibility  is  to  express  an  opinion  on  these 
financial  schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards. 
Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance 
about  whether  the  financial  schedules  are  free  of  material  misstatement.   An  audit  includes 
examming,  on  a  test  basis,  evidence  supporting  the  amounts  and  disclosures  in  the  financial 
schedules.   An  audit  also  includes  assessing  the  accounting  principles  used  and  significant 
estimates  made  by  management,  as  well  as  evaluating  the  overall  financial  schedule 
presentation.   We  believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

As  described  in  note  1,  the  financial  schedules  are  presented  on  a  comprehensive  basis 
of  accounting  other  than  generally  accepted  accounting  principles.   The  schedules  are  not 
intended  to  be  a  complete  presentation  and  disclosure  of  the  college's  assets  and  liabilities. 

In  our  opinion,  the  financial  schedules  referred  to  above  present  fairly,  in  all  material 
respects,  the  results  of  operations  and  changes  in  fiind  balances  of  the  Montana  State 
University-Billings  College  of  Technology  for  the  two  fiscal  years  ended  June  30,  1994  and 
1995,  in  conformity  with  the  basis  of  accounting  described  in  note  1. 

Respectfully  submitted. 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


October  12,  1995 
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MSU-Billings  College  of  Technology 

Notes  to  the  Financial  Schedules 
For  the  Two  Fiscal  Years  Ended  June  30,  1995 


1.         Summary  of  Signiflcant 
Accounting  Policies 


Basis  of  Accounting 


The  Montana  State  University-Billings,  College  of  Technology 
(college)  uses  the  accrual  basis  of  accounting  except  for  depreci- 
ation of  its  fixed  assets  for  its  funds.   Under  the  accrual  basis,  as 
defined  by  state  accounting  policy,  the  college  records  revenues  in 
the  accounting  period  earned,  if  measurable;  it  records  expenses  in 
the  period  incurred,  if  measurable. 


Expenditures  and  expenses  may  include  entire  budgeted  service 
contracts  even  though  the  college  received  the  services  in  a 
subsequent  fiscal  year;  goods  ordered  with  a  purchase  order  before 
fiscal  year-end,  but  not  received  as  of  fiscal  year-end;  and 
equipment  ordered  with  a  purchase  order  before  fiscal  year-end. 


Basis  of  Presentation 


Current  Funds 


The  financial  schedule  format  is  in  accordance  with  the  policy  of 
the  Legislative  Audit  Committee.    The  financial  schedules  were 
prepared  from  the  Statewide  Budgeting  and  Accounting  System. 
Accounts  are  organized  in  funds  according  to  state  law.  The 
college  uses  the  following  fiinds. 

Includes  economic  resources  expendable  for  instruction,  research, 
public  service,  and  the  allied  support  operations  and  programs. 
The  financial  activities  of  the  Current  Fund  are  subdivided  into  the 
four  following  subfunds. 

Unrestricted  -  funds  for  general  operations  which  are  free  of 
restrictions,  except  those  imposed  by  the  legislature. 

Restricted  -  funds  for  financing  operations  for  purposes  specified 
by  sources  external  to  the  Board  of  Regents  and  the  legislature, 
such  as  the  student  financial  aid  programs. 

Designated  -  funds  for  general  operations  which  have  been 
internally  restricted,  such  as  recharge  operations,  instructional 
material  fees,  and  student  govenunent.   This  fund  is  separately 
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classified  in  order  to  distinguish  the  specific  type  of  service  being 
provided  to  various  departments  and  is  supported  by  internal 
charges  to  user  departments,  student  fees,  and  resale  of  educational 
services. 


Auxiliary  -  funds  for  providing  goods  and  services  primarily  to 
students,  faculty,  or  staff  through  a  fee  charged  the  consumer 
which  is  directly  related  to,  but  does  not  necessarily  equal,  the  cost 
of  the  goods  or  services  provided.   The  revenues  are  derived 
directly  from  the  auxiliary  bookstore,  media  center,  and  vending 
operations. 


Endowment  Fund 


Income  ft-om  endowments  have  to  be  used  for  the  purpose  specified 
by  the  donor. 


Plant  Fund 


Accounts  for  financial  resources  allocated  for  capital  outlay 
purposes  or  to  retire  long-term  debts  associated  with  construction 
or  acquisition  of  fixed  assets.   The  Unexpended  Plant  Subfiind 
accounts  for  unexpended  resources  from  various  sources  to  finance 
the  acquisition  of  long-lived  assets.   The  Renewal  &  Replacement 
Subfiind  accounts  for  the  funds  needed  to  provide  for  the  renewal 
and  replacement  of  Plant  Fund  assets. 


The  Investment  in  Plant  Subfund  accounts  for  all  long-lived  assets 
in  the  service  of  the  college  as  well  as  associated  liabilities.  This 
subfund  is  not  presented  on  the  financial  schedules. 


Revenue  Classifications 


The  revenue  classifications  used  follow  generally  accepted  practice 
for  colleges  and  universities. 


2.         Annual  and  Sick  Leave 


Qualifying  classified  and  administrative  employees  at  the  college 
accumulate  both  annual  and  sick  leave.   Upon  termination,  an 
employee  is  paid  for  unused  leave  balances.  The  college  pays 
employees  100  percent  of  unused  annual  leave.    Classified 
employees  are  paid  25  percent  of  unused  sick  leave.  Teachers  and 
administrators  are  paid  25  percent  for  unused  sick  leave.   The 
college  absorbs  expenditures  for  termination  pay  in  its  annual 
operational  costs.   At  June  30,  1994  and  at  June  30,  1995,  the 
college  had  a  liability  of  $97,309  and  $80,129,  respectively. 
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Peosion  Han 


Employees  are  covered  by  the  Montana  Public  Employees'  Retire- 
ment System  (PERS)  and  the  Teachers'  Retirement  System  (TRS). 
The  college's  contribution  to  PERS  was  $31,708  in  fiscal  year 
1993-94  and  $33,666  in  fiscal  year  1994-95.   The  college's 
contribution  to  TRS  was  $101,000  in  fiscal  year  1993-94  and 
$62,152  in  fiscal  year  1994-95. 


Goyemance 


Effective  July  1,  1994,  the  Board  of  Regents  of  Higher  Education 
merged  Montana's  four  colleges  and  five  vocational-technical 
"centers"  into  the  state's  two  universities.   The  Billings  Vocational- 
Technical  Center  merged  with  Montana  State  University-Billings 
and  became  the  Montana  State  University-Billings,  College  of 
Technology. 


Student  Full-Time 

Table  I 

F4iuiyalents  (FTE) 

Schedule  of  Student  FTE 

Student  FTE 
Semester                                      FY   1993-94 
SLmmer                                                       17.20 
Fall                                                         412.80 
Spring                                                     423.46 
Total                                                       853.46 

Student   FTE 

FY  1994-95 

25.40 

396.33 

400.20 

821.93 

Annual   FY  FTE^                                     426.73 

410.96 

-  FTE   is  total  credit  hours  divided  by  15. 
FY  FTE   is  total   FTE  divided  by  two  semesters. 

Source:              Prepared    by    the    Legislative    Audit 
College  of  Technology  records. 

Division    from 

Fund  Balance  - 
Unrestricted  Subfund 


The  negative  fund  balance  in  the  Unrestricted  Subfund  at  June  30, 
1995,  is  primarily  the  result  of  two  components.   The  $80,129 
liability  for  annual  and  sick  leave  (Note  2)  and  method  of  recording 
and  processing  $69,042  of  payroll  taxes  by  MSU-Billings  on  behalf 
of  the  College  of  Technology. 
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